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“FROM THIS ONE DESK... 


Simplified Unit Invoice Accounting 
Plan heralds a new era 


in speed, accuracy and economy 


Praise from users all over the country makes it clear that here is the 
long-sought method needed for faster and simpler accounts receivable 
Operations. 
BASIC IDEA: SUIAP is a unit plan that makes it practical for one 
girl to handle all activities on several thousand accounts, all under 
visible individual record control. 


She authorizes credits from a glance at her record—relieving 
credit officials of all ordinary routine. 


She enters each charge simply by filing the invoice copy in the 

customer's Kolect-A-Matic Visible Ledger Pocket. 

She “applies” payments by removing copies of paid invoices 

and date-stamping them “PAID”. 

She keeps ledgers in balance by establishing controls for all 

debits and credits. 

She handles routine collection effort accurately and effectively, 

with Graph-A-Matic signal control “spotting” delinquent accounts. 

And not least important, her desk provides certified protection 

of all records, 24 hours a day, not only from fire but from the impact 

of crushing falls if floors should collapse during a fire. 
Centralized operations—less paperwork and record writing—faster order 
handling—getting the money in with less effort and less delay! Ideal for 
manufacturers, wholesalers, transport and other organizations. 
For complete details on this cost-saving system, send today for SUIAP 
folder KD-253—write to Systems Division, 315 Fourth Avenue, New 
York 10, N. ¥. Copyright 1949 by Remington Rand Inc. 
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WOODEN ANNIVERSARY 


Editors, THE CONTROLLER: 

For the fifth anniversary meeting of 
the Atlanta Control of the Controllers 
Institute (March 22, 1949) Control 
President J. J. Doran, Treasurer and Con- 
troller of Davison-Paxon Company, very 
appropriately appointed Franklin C. Hill, 
Treasurer of Southern Wood Preserving 
Company, as a committee of one to pro- 
vide a suitable memento for the Control's 
wooden anniversary. 

The attached [see illustration below} 
was the result of Mr. Hill's deliberations 
and it is suggested that it be framed with 
termite-proof wood and hung in your 
office. 

).PS. 

Thanks—it's framed and hung. 


The Editors 


Peici 
tolae ( prytte 


CORRECTION 


Editors, THE CONTROLLER: 

In “Personal Notes” in your April is- 
sue there was reference to my article in 
The Journal of Accountancy (February 
1949). The correct title of the article is 
"Accounting for the Affairs of an Im- 
porting Trader.” 

Thank you for bringing it to the at- 
tention of your readers. 

GEORGE C, CLAGHORN 


WAR CONTRACTS RECORDS 


Editors, THE CONTROLLER: 

In the March 1949 issue it is noted that 
there has been some modification in the 
regulations pertaining to the retaining of 
records which relate to transactions covered 
by the Office of Price Administration. 

Has the emergency created by the dec- 








“There’s no reason for it, | tell you—it’s just our policy!” 
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laration of war in the Second World War 
been terminated ? 

It is our understanding that there is a 
federal law or regulation in effect which 
required a supplier of materials identifi- 
able with war contracts to maintain rec- 
ords for a period of five years after the 
date of the termination of the ‘‘emer- 
gency.’ We have endeavored to locate 
such a law or regulation and were won- 
dering if any information could be sup- 
plied us through your office. 

W.R.F. 


In the article,""W hat to Do with Old Rec- 
ords,”” in THE CONTROLLER for December 
1948 (pp. 630-632) it was pointed out that: 


“War records—including books, 
ledgers, checks, check stubs, payroll data, 
vouchers, memoranda, correspondence, inspec- 
tion charts and certificates—[must be kept} 
until five years after final disposition of termi- 
nation inventory, or five years after the final 
settlement, or five years after the termination 
of hostilities, whichever is the longest. 

“To complicate the latter, the Office of Con- 
tract Settlement has authorized the use of mi 
crophotographs in lieu of original documents 
but, the study points out, the Comptroller 
General of the United States has indicated 
that original and supporting records in con- 
nection with cost-plus-fixed-fee contracts may 


be required by his office.” 


contract 


In addition, the bibliography published 
with the article in our December issue listed 
three possible sources of information regard- 
ing war contract records. They are: 


Legality of Microfilm for Use in Business In- 
stitutions 
Diebold, Inc., Canton 2, Ohio 


Retention and Preservation of Records with 
Destruction Schedules 

Chicago Bureau of Filing and Indexing, 
209 South LaSalle St., Chicago, II. Price 
$1.00 

Retention of Business Records 
Fernald & Company, 1737 Chestnut Street, 
Philadelphia 3, Pa. 

—The Editors 


KIND COMMENTS 
Editors, THE CONTROLLER: 

I was certainly gratified to see that Dr. 
Ernst W. Swanson’s article, ‘Changing 
Relations of Business to Government,” 
was given such a prominent place in the 
March issue of THE CONTROLLER. This 
issue was circulated among the staff of 
our company and their comments, I am 
sure, would be very gratifying to you and 
the author. 

The Atlanta Constitution also gave the 
article a nice write-up and I am sending 
you a clipping of the article. 

H.B.J. 

We're indeed happy to learn of such re- 
actions to Dr. 


script. 


Swanson's worthy manu- 


—The Editors 
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they actually better the best! 








See the new 


GRAY MAG 


QYAL 
today! 


THE 


NEWER-THAN-TOMORROW trimness of its soft 


gray, light-absorbing tones will make you want to 


say— 


“It’s the most beautiful typewriter I’ve ever seen!” 


But wait! Have your fingers felt its gentler touch? 
Have they rested on the keyboard and experienced 
the comfort of keys shaped to the contour of finger 


tips? 


Not until you have actually tried the new Gray 


Magic Royal .. . seen it... 


admired it from stem 


to stern in your own office . .. can you really appre- 
ciate how Royal now succeeds Royal as the World’s 


No. | Typewriter! 


New color! New look! New touch! NEW FEATURES! 


Finger-Flow Keys—Designed to cradle 
the finger tips, give greater clearance 
between rows of keys. And the touch that 
has made Royal the 2% to 1 favorite 
among typists is even lighter, faster— now, 
more than ever, the operator’s dream 
touch! 


Removable Cylinder — Another bit of 
Gray Magic—another new Royal im- 
provement. Single-handed, with the thumb 
and finger of the right hand, the cylinder 
can be removed to clean or change. A 
simple press and lift motion—and it’s out. 
No tool kits! No mechanics! 


GAY iM 


Clean Change Ribbon — This Royal ex- 

clusive permits swift, clean ribbon chang- 

ing. The specially designed spool lets you 

slip the ribbon loop on without even re- 

moving the empty spool from its hub. 

No fuss, no bother—no more inky fingers 
with this great Royal feature. 


“Magic” Margin— Most magic Royal fea- 
ture of all, “Magic” Margin sets the mar- 
gin where you want it, at the flick of the 
finger. A simple one-handed operation. 
Just position the carriage, flick the lever 
and it’s all set. 

No reaching from carriage to keyboard 
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and back—no fumbling with margin stops. 
It's amazingly convenient. 


Price Not Raised 


When you check on the price of the new 
Gray Magic, you'll be pleasantly sur- 
prised. For in spite of all its new, advanced 
features, you pay no more for the Gray 
Magic Royal than for an ordinary type- 
writer. 

Call a Royal representative today! Meet 
the magic of the new easy-writing Royal 
in your own Office. See how it means hap- 
pier typists . . . better, faster work. 


AGIC KOVAL 


Made By the World’s Largest Manufacturer Of Typewriters 


“Magic” 


is 


a registered trade-mark of Royal Typewrit« 


Company, Inc. 





Do You Bridge Valleys or Climb Down Through 
Them? 


At the recent tenth anniversary meeting of the Dayton 
Control one of the speakers was Mr. Charles Allyn, Presi- 
dent of the National Cash Register Company. Not only was 
the Cash Register Company's hospitality notable—they en- 
tertained the entire group of 60 Controllers at lunch and 
furnished an auditorium where the technical sessions were 
held during the afternoon—but Mr. Allyn’s speech seemed 
an outstanding example of application of a broad controller 
viewpoint in management. He was, as he pointed out, once 
a controller. 

Back in the early days of the development of National 
Cash Register the famous John H. Patterson paid a lot of 
attention to business cycles and was probably one of the 
pioneers of that day in budgeting his activities according to 
fundamental business indicators. 

His viewpoint lives on in the organization. Mr. Allyn, as 
a student of business cycles, compared the postwar periods 
which followed the Napoleonic Wars closing in 1815, the 
Civil War, World War I, and World War II. He pointed 
out the significance of similarity and difference between 
those periods. In his analysis he showed convincingly that 
they were all similar in character, the only difference being 
in the time lags—and these were in turn dependent upon 
factors which could be reasonably well known and meas- 
ured. 

On this basis he concluded that we are at present undergo- 
ing the initial period of adjustment which has characterized 
the other postwar periods. In each case this has been a minor 
rather rapid adjustment followed by another period of pros- 
perity. 

He emphasized that the controller's greatest value to his 
company is his function of looking ahead, making a realistic 
appraisal and governing the budgeting procedure accord- 
ingly—much more important than the function of recording 
the past. 

He advocated courage in confronting the current read- 
justments and reviewed the viewpoint of Patterson who 
would draw a picture of a steep valley on his blackboard in 
front of a group of department heads or salesmen and ex- 
plain that they could either climb down through it or build 
a bridge across it. The record seems to show that no one in 
American business was ever more successful in building 
bridges across the valley. 
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P.S. No Control was ever more successful im its celebra- 
tion of an important anniversary. Dayton set an interesting 
pattern by holding its technical session in the afternoon, re- 
serving the period after dinner in the evening for lighter 
entertainment, 


United Nations—Controller’s Eye-view 


Some wecks ago your editor left the office a little early and 
went to Lake Success to listen to a session of the Economic 
and Social Council of the United Nations. My former boss, 
Willard Thorp, is Chief Representative of that Council and 
during the session I had an opportunity to ask him about an 
idea which had been on my mind—'‘How can one get a fair 
appraisal of the results achieved by the United Nations in 
proportion to the expenditure involved?” 

The newspapers fully report the failures of the UN, the 
continuing vetoes by the Russian delegates, etc.—those are 
spectacular news. But the only United Nations success spec- 
tacular enough to get much headline space has been the 
mediation between the Arabs and the Israeli which termi- 
nated the war in Palestine. Delegates and press representa- 
tives of the UN had been disturbed about this one-sided 
aspect, but could do nothing about it. Perhaps we as con- 
trollers should keep a continuous critical eye upon the 
matter. 

As a starter, here is a chart comparing the United Nations 
budget with various budgets of other familiar organizations 
(your editor selected the organizations and State Depart- 
ment personnel compiled the figures for us). One conclu- 
sion seems clear. In proportion to the amount the world ts 
spending on this organized effort perhaps we should not 
expect too great an amount of result. 

So perhaps your editor would do well to attempt what 
the newspapers cannot conveniently do on the spur of the 
moment—assemble and appraise from time to time some 
facts and figures which may give us a controller's eye-view 
of results of United Nations’ efforts. 


BUDGETARY FIGURES WITH REGARD TO THE CosT oF VARIOUS 
STATE, GOVERNMENT, AND UN OPERATIONS 
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Source: U S. Mission to the UN 


—-WALTER MITCHELL, Jr. 





BURROUGHS 
MICROFILMING OFFERS 


Precision-built microfilm equip- 
ment, developed and manufac- 
tured by Bell & Howell, is dis- 
tributed and serviced exclusively 


by Burroughs. 


os 
oe 


Move Soace Saving... 


Your Burroughs office will welcome an 
Opportunity to prove these advantages of 
Burroughs microfilming. A demonstration 
of the simplicity and ease of photographing, 
BURROUGHS ADDING MACHINE 





Lowers costs through increased operating 
efficiency, less film consumption and one- 
time purchase rather than continuous rental. 


Photographs documents in less time, with 
greater dependability. 


Permits even greater compactness for filing 
than other methods now in use. 


Operation is far easier, far simpler, through 
important technical developments. 


Enables any business to make wider use, 
more efficient use, of microfilming. 


A broader experience with business systems 
assures effective assistance. 


viewing and reproducing documents through 
Burroughs microfilming will be arranged at 
your convenience. Just telephone your local 
Burroughs office, or write direct. 


COMPANY, DETROIT 32, MICH. 


WHEREVER THERE'S BUSINESS THERE'S Burroughs 





Could you use him in your office 7 


Throughout the world, 145 Company owned and oper- 


The skillful pitcher would help you a lot—if baseball were 
your business 

But, in any business, other skills are vital 

That’s why we remind you, now and then, about the 
Comptometer operator. 


The Comptometer is an exceedingly fast adding-calcu- 


lating machine. A remarkable ease of operation is one of 


its many features. (Anvybody—with a few minutes’ instruc- 
tion—can use the Comptometer.) But, naturally, only an 
experienced operator can reap the efficiency this lightning- 


fast machine is capable of. 


ated schools train thousands of Cemptometer operators a 
year. When these men or women go into action, Compt- 
ometer Brand Adding-Calculating Machines conquer figure 
work with amazing speed. We invite you to investigate 
the economies that result, the man-hours saved, by the 
swift, accurate output this machine insures. Your nearest 


Comptometer representative will be glad to demonstrate. 


ComPromerTe R 


REG. U.S. PAT. OFF 
ADDING-CALCULATING MACHINES 


Made only by Felt & Tarrant Manufacturing Co., Chicago, and sold exclusively 


by its Comptometer Division, 1734 N. Paulina Street, Chicago 22, Hlinois. 


To cut office overhead, we recommend our Peg-Board Plan. Used with the 
Comptometer, this money-saving method (with dozens of accounting uses) 


makes original postings yield final results! 
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The “New Look” in Balance Sheets 
By R. K. Mautz 


3 ALL probability 1948 corporation an- 
nual reports will repeat some of the 
features that gave the ‘‘new look”’ to fi- 
nancial statements in 1947 reports. 
Many large corporations are forsaking 
more orthodox statements in favor of 
revised forms, especially revised forms 
of balance sheet. 

If this trend evidences a desire to im- 
prove financial statements so they will 
be more understandable it should have 
the sympathy and support of all account- 
ants. And yet, before blanket approval 
is given to a marked change in presenta- 
tion, the innovation should be examined 
critically and, lest a more satisfactory 
procedure be overlooked, alternative 
possibilities be at least discussed. 

One outstanding revision of form has 
been in balance sheet arrangement. In- 
stead of the accepted “account form” 
which classifies assets on the left against 
liabilities on the right, the trend appears 
to favor a modification of the older ‘‘re- 
port form’ of balance sheet wherein 
liabilities were deducted from assets to 
arrive at net worth or the ownership 
interests. 

The new arrangement generally sub- 
tracts current liabilities from current as- 
sets to arrive at an amount described as 
“working capital” or “net working 
capital.” To this figure is added the total 
of other assets and from the result other 
liabilities are subtracted, thus yielding 
an amount variously described as “net 
assets,” ‘net investment,’ or some simi- 
lar phrase. A second section of the state- 
ment shows the capital stock and surplus 
(or “reinvested earnings’) which have 
“contributed” the net assets. 

It should be noted that along with the 
tendency toward rearrangement ap- 
pears an effort to use more understand- 
able wording in describing balance shect 
items. The two are not necessarily re- 
lated. Any attempt to use more descrip- 
tive language is certainly worthy of en- 
couragement although traditional terms 
with generally accepted meanings 
should not be discarded unless the new 
terms are at least equally clear to all 
readers. 

Without attempting an exhaustive 
criticism of “the statement of financial 
condition,” as the new style balance 
sheet is frequently termed, four widely 


varying objections might be raised. Per- 
haps very few will grant the validity of 
all four, yet each item does indicate a 
weakness which implies that additional 
possibilities should be explored before 
this form is given general acceptance 

These criticisms can be offered in ques- 
tion form as follows: 


(1) Is it proper to deduct current 
liabilities, at amounts to be paid, 
from current assets which are 
not uniformly stated at amounts 
to be realized? 

Is the amount of working capital 
significant enough to warrant the 
prominence with which it is dis- 
played in the new statement and, 
further, resulting as it does from 
the computation described in 
(1), is the amount calculated 
correctly ? 

Is it desirable to accept a balance 
sheet form which psc a nar- 
row view of the corporation as 
belonging solely to the stock- 
holders? 

(4) Does the new form actualiy lead 
to a more understandable pres- 
entation of the corporate prop- 
erties, liabilities, and capital 
stock interests? 

The following paragraphs expand 


somewhat upon these objections and 
then present other possible methods of 


Is the trend to “statement 
of condition” desirable? 


making financial statements more un- 
derstandable and useful. 

Current assets are customarily carried 
at the lower of cost or market. For cash, 
receivables, and marketable securities, 
this requires statement at their realizable 
cash value; for inventories, however, 
custom decrees inclusion at either cost 
or replacement cost, whichever is the 
lower (unless sales price less cost to sell 
is even lower). This means that for go- 
and most reporting cor- 
the in- 
their 


ing concerns 
porations are going concerns 
ventories are stated well below 
realizable values. 

Although valued on two different 
bases, it is customary to total the current 
assets for balance sheet presentation. 
Now it is proposed to go further and 
subtract from this total the sum of the 
current liabilities, all of which are 
stated at amounts to be paid in the 
future. 


To subtract current liabilities (future 
cash equivalents) from current assets, 
some of which are cash equivalents and 
some of which are not, is a little like 
subtracting apples from oranges, a pro- 
cedure which very early in our educa- 
tional careers we learned was quite im- 
prope F. 

And this is not a minor point. In 
manufacturing concerns and in many 


R. K. MAUTZ, after graduating from the University of 
North Dakota in 1937, accepted a position on the staff of 
the University of Illinois where he later received a Ph.D. in 
accountancy. Becoming a CPA in 1940, Dr. Mautz served 
with several nationally known public accounting firms in 
Chicago until he rejoined the University of lilinois as As- 
sistant Professor of Accounting. He is a member of the 
American Institute of Accountants, the Illinois Society of 
Certified Public Accountants, and the American Accounting 


Association. 
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retail establishments inventories are gen- 
erally the largest single current asset 
and frequently constitute an important 
part of total assets. Thus even a low 
rate of mark-up results in sizable error. 

If this procedure of subtracting cur- 
rent liabilities from current assets is 
logically inconsistent, then the amount 
of working capital derived from these 
figures is not properly computed. But 
excluding this possibility for the mo- 
ment, is the amount of working capital 
so significant as to justify setting it out 
as prominently as it appears in the state- 
ment of condition? 


To answer this question we must in- 
quire into the nature of working capital. 
As used here, it is merely the amount by 
which total current assets exceed the 
current liabilities. And that is about all 
it is. It represents no one particular as- 
set. Nor is it, as some think, a fund of 
assets separately identifiable and avail- 
able for general use. The amount is not 
immediately available for general use 
and may never become so. If it does, the 
amount will surely be different and it 
will become available gradually over a 
period of time, not all at once in the one 
amount indicated by the statement. 

Furthermore, the amount of working 
capital often has only limited signifi- 
cance in itself. A large figure for work- 
ing capital can be evaluated only in pro- 
portion to the amount of the current 
liabilities; when viewed as a margin 
over current liabilities it may be far less 
satisfactory than the amount taken alone 
might indicate. 

Presumably the concept of working 
capital derives from the current ratio 
which measures the ability of a concern 
to meet current obligations out of cur- 
rent assets. Important as this ability is, 
working capital as an amount has rela- 
tively little independent significance in 
indicating financial condition and has 
even less when one recalls that valuation 
of inventories at the lower cost or mar- 
ket may seriously understate the amount 
determined 

Until very recently there has been 
evident in accounting literature a trend 
toward viewing the corporation as an 
institution composed of properties and 
interests in those properties. These in- 
terests take many forms and, although 
they vary widely in specific provisions, 
have certain characteristics 1n common. 
With the concomitant developments 
of widespread stock ownership and cor- 
porate management by non-owners, the 
similarity of the various equities in the 
corporation became more apparent. 
Basically, what all equities are worth de- 
pends to greater or lesser degree upon 
the honesty and efficiency of manage- 
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ment; each interested party has a claim 
upon the assets of the enterprise with 
ultimate payment contingent upon suc- 
cessful operation by management. 

The new balance sheet organization 
disregards all this in favor of a strict 
separation between liability and capital 
stock interests. No longer is there defi- 
nite kinship among all equities; there 
are two segregated categories: creditors 
and owners. And only the owners seem 
to provide capital. Just what creditors 
supply is not made clear in this separa- 
tion. 

This, I think, is anything but prog- 
ress. Corporations have become social 
institutions in which a variety of equi- 
ties have interests. The similarities of 
the various equity interests are at least 
as important as the differences. The 
stewardship of management no longer 
extends only to the common stockhold- 
ers but to all interests in the enterprise. 
Accountants should further rather than re- 
tard recognition of these developments. 





Says a Twentieth Century Fund 
study: large corporations usually 
make profits at a lower rate than 
small ones, but they also lose money 
at a lower rate. 





An answer to the fourth question, of 
course, is a matter of personal choice 
and one’s decision is certain to be some- 
what colored by his answers to the three 
previous questions. 

But in arriving at a decision, it is de- 
sirable to keep in mind the purpose of 
the change in form. If that purpose is 
to make the statement more intelligible 
to laymen readers, mere rearrangement 
may fail completely. Any new organiza- 
tion of familiar facts appeals to the 
trained man as presenting relationships 
not previously emphasized. But does it 
aid the untrained? Some relationships 
and points of emphasis may be lost 
when the old form was abandoned. Are 
these compensated by those gained 
through adoption of the new? And 
finally, will those who, although 
largely untrained, have managed to gain 
some familiarity and understanding of 
the old forms be able to transfer their 
hard-earned knowledge to the new 
structure or will they be forced to begin 
anew ? 

It scarcely needs noting that the 
trained accountant is quite competent 
to use rearranged financial statements in 
any way he sees fit; it is the untrained 
reader who requires assistance and in- 
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terpretation. Unless the new approach 
aids him or at least helps him more than 
it confuses, there can be no argument 
for its adoption on the basis of improv- 
ing understandability. 

In addition to these four specific ques- 
tions, there is one more general one 
which should be answered before finally 
accepting any innovation in financial 
statement presentation. Have all other pos- 
sibilities been given careful consideration? 
Does the new arrangement do as much as 
might be done by some other device for 
making financial statements more intelli- 
gible? 

At least two other devices can also be 
used to make financial statements more 
understandable which have never been 
given an adequate opportunity to dem- 
onstrate their potentialities. They are: 


(1) Increased use of textual comment 
to explain and supplement the 
financial statements. 

(2) The use of statements, schedules, 
and analyses which are not re- 
quired to balance debits against 
credits as in a trial balance. 


Accounting has many points of simi- 
larity with statistics. One of them is that 
it presents summarized data in tabular 
form—for that is what financial state- 
ments are. But statisticians generally go 
beyond the mere presentation of a com- 
plex statistical table; they add explana- 
tory and interpretive comment in text 
form to indicate important trends, re- 
lationships, and facts. 

Accountants might well copy this 
helpful device. The financial facts sum- 
marized in the annual report to stock- 
holders would be much more easily un- 
derstood if two or three pages of well 
written prose expanded upon the brief 
statement captions and pointed out im- 
portant facts not apparent from the 
statements alone. 

Many corporate reports attempt to do 
this through the president's letter to 
stockholders. This is helpful but it is 
not enough. Presidents’ letters have 
been known to “adopt a point of view,” 
to do such things as state earnings per 
share at a figure not supported by the 
financial statements. 


Whar is needed is a comprehensive 
review of the financial position and re- 
sults of operations, clearly and fairly 
written to be a representation of the is- 
suing company exactly as are the finan- 
cial statements; and it should be subject 
to the examination and opinion of the 
independent certified public accountants 
as the financial statements are. Such a 
statement may be difficult to compose 
but if we are truly in earnest about de- 
veloping better financial reports to 
stockholders, this possibility should not 
be overlooked. 





Would the independent certified pub- 
lic accountants cover such a review in 
their report or opinion? I can see no 
reason why they should not. If the state- 
ment presents fairly ascertainable facts 
about financial position and results of 
operations, there should be no reason 
why auditors cannot verify those facts 
and present an opinion. Indeed, the 
long form audit report contains much 
that might serve as a model for a re- 
view to be included in the annual re- 
port to stockholders. 

Accountants have felt little urge to 
substitute verbal explanation for their 
traditional terminology in financial 
statements, and likewise they seem to 
have been reluctant to forsake a debit- 
equals-credit, trial-balance-view of fi- 
nancial statements. The statements must 
balance; the net income carried through 
the statement of surplus to the balance 
sheet must maintain the equality of as- 
sets and liabilities. Even the new state- 
ment of condition not only maintains 
but emphasizes this balancing feature by 
arriving at met assets exactly equal to 
capital contributed by or derived from 
the ownership interests. 


Wray must this be so? Surely such 
equality does not aid the layman to a 
better understanding of financial data. 
Indeed, there is reason to suspect that he 
mistakes balancing for evidence of in- 
fallibility. And there is no particular 
reason why all asset, liability, and net 
worth accounts should be forced into a 
single statement. 

Why not a statement of current re- 
sources and current obligations, a sum- 
mary of long term indebtedness, an- 
other summary of investments in plant 
facilities and, if desired, a statement of 
capital stock interests? With a series of 
such schedules, both cost and estimated 
realizable values or appraised values 
could be included without disrupting 
the basic double entry cost records. For 
those who insist upon formal evidence 
that the statements and accounts are in 
balance, the trial balance totals, certified 
to by the independent certified public 
accountants, could be included in the re- 
port. 

A combination of such specialized 
schedules with explanatory text mate- 
rial, as is frequently found in audit re- 
ports, if well done would be far more 
helpful to many statement readers than 
any possible rearrangement of balance 
sheet data within the limitations of tra- 
ditional, balanced statement practice. 

Of course, there is nothing particu- 
larly new in either of these suggestions. 
Yet neither possibility has been given 
the opportunity it deserves. Before we 
commit ourselves to any reshuffling of 
the established forms it might be well to 
explore these possibilities further. 
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15 CONTROL REQUIREMENTS 


Now that 1949 is at the mid-point it is interesting to re- 
view some of the forecasts made at the beginning of the 
year regarding this year’s business trend. One that has 
demonstrated the adequacy and accuracy of the author's pre- 
dictions was delivered by E. S. LaRose, Controller of Bausch 
& Lomb Optical Company, before the Rochester Control of 
the Controllers Institute on December 29, 1948. 

In addition to forecasting a decline in the business level 
and substantiating that forecast with 15 detailed points, Mr. 
LaRose suggested a number of major control requirements 
for 1949. These still hold interest for controllers and fi- 
nancial officers of corporations and we are happy to quote 
them as follows: 


1. Observe daily and monthly trend of sales, orders re- 
ceived (gross and net) and unfilled orders. Adjust for sea- 
sonal trends and prices. 

2. Select most profitable lines for your unit sales budget. 
However, budget the unit sale of inventory on hand in order 
possibly to avoid future loss. Give the sales department per- 
petual unit lists of product on hand. 

3. Know your markets and inject new products whenever 
possible. Increase your selling and advertising budgets in 
1949. 

4. Sales will become seasonable again. Plan advertising 
and selling effort accordingly. 

5. Selling expense will require further planning and con- 
trol. Obtain reduced selling costs by positive control of ef- 
fort of scientific routing on the basis of market analysis. 
Eliminate waste in distributions by concentration on profit- 
able areas and products. 

6. Continue to maintain inventory on the basis of high 
turnover with finished stocks being held at a minimum. 
Same should be true for department stores and wholesalers. 

7. Know your material program and reduce commitments 
to a short cycle. 

8. Obtain weekly direct labor control by main product 
class and maintain production in line with sales performance 
and inventory requirements. 

9. Reduce overhead continually throughout the year 
through constant analysis, consolidation, and elimination of 
red tape wherever possible. 

10. Increase your engineering budgets in 1949 for both 
product and process development. 

11. Obtain monthly profit and loss by class of product 
and eliminate loss items wherever possible. Prepare and re- 
lease current costs on all major items. 

12. Know your cash requirements for inventories, receiv- 
ables, and capital programs. If necessary, arrange for financ- 
ing as early as possible (term loan, debentures, etc.). 

13. Limit capital expenditures for process improvement 
with quick return. 

14. Give present and future price changes additional care- 
ful and urgent cost analysis and further product research. 

15. Prepare and analyze the trends of our own industry 
and watch others carefully. 
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Those Who Will Follow 


By K. Y. Siddall 


ard corporate controller is aware of 
the personnel problems involved in 
bringing along those men who will some 
day follow in our footsteps as the account- 
ing executives of tomorrow. It is a subject 
in which the Controllers Institute of 
America, the Controllership Foundation, 
the American Institute of Accountants, 
and the Society for the Advancement of 
Management have shown great interest 
and have done a great deal of work for 
our direct benefit 
Successful business needs men _ with 
common sense and sound judgment, but 
these men cannot be picked off a tree, a fin- 
ished product, like nice ripe apples unless 
the apple seed is first planted and later 
the young tree nurtured to maturity. The 
various associations can help do the plant- 
ing and assist in the nurturing up to a cer- 
tain point and then we, individually, must 
do our part and step in to finish the job. 

The work of the Controllers Institute 
and the Controllership Foundation, in 
this regard, has been divided into three 
parts. 


I. The platform of the Institute's Com- 
mittee on Education, which set the basic 
pattern, can be summed up as follows: 


A—to formulate an appropriate defi- 
nition of the function of controllership 
in modern management. Such a defini- 
tion shows controllership to be a distinct 
and high ranking management function 


and differentiates it from other activities 
which may be concerned with the same 
basic data in the same business. 

B—to encourage the writing of new 
articles, books, monographs, research 
articles, case studies, and other material 
on controllership. 

C—to provide money for searching 
out similar articles from past files of 
magazines and from book lists, articles 
which may be adaptable to current uses. 

D—to provide the editorial help 
needed to prepare new and old mate- 
rials for educational publications both 
for use in schools and for use by con- 
trollers in training development men in 
their offices. 


Now let us see what has been done 
by the Institute and the Foundation dur- 
ing the past two years in carrying out 
this program with controllers, educa- 
tors, and students. Again I am going to 
summarize briefly, but this time sum- 
marize the actual work done. 

First, to give us a good basis of opera- 
tion, a bibliography listing approxt- 
mately 1,000 books and articles on some 
phase of controllership was prepared. 

Second, Bulletin IV entitled “The Or- 
ganization of the Controller's Office” 
was published. You will be inte rested to 
know that more copies of this bulletin 
have been sold to outsiders—approxt- 
mately 2,500 copies—than of any other 
bulletin or release ever prepared by the 
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Are you developing 
your “second team”? 


Controllers Institute. Today it is widely 
used in courses in controllership as well 
as by controllers in the field. 

Third, in “spreading the gospel” of 
controllership, we have built up rather 
close contact with 150 deans of schools 
of business administration at both 
graduate and undergraduate levels. 

To keep these schools constantly 
aware of what we are doing, posters 
have been prepared for college bulletin 
boards and sent out at the beginning of 
each semester. These posters highlight 
future articles of interest to educators 
and students in THE CONTROLLER and 
bring to the attention of all such people 
other publications of timely interest. 

The Institute’s Committee on Educa- 
tion also has been asked to help formu- 
late curricula in schools of business 
administration. The Committee has pur- 
posely refrained from suggesting such 
courses unless specifically requested by 
a dean or a university administrative 
officer. 


Tur UGH the national office the Com- 
mittee has helped hundreds of graduate 
students in the preparation of their 
theses in the field of controllership. It 
has worked in conjunction with the Air 
University in establishing controllership 
courses for the Air Force as well as for 
the Army. 

Fourth, the Controllership Foundation, 
research arm of the Institute, recently 
prepared the 85-page compendium, “De- 
preciation Policy When Price Levels 
Change.” This timely study has met 
with enthusiastic acceptance among con- 
trollers and educators alike. As a matter 
of fact, in the first three weeks after 
publication, over 1,200 copies were sold. 
The book is now in its second printing. 

Fifth, the Committee on Education 
through a sub-committee now screens 
all applications for associate member- 
ship in the Institute. This will further 
integrate the current work of the Insti- 
tute with schools of business administra- 
tion and colleges throughout the coun- 
try. 


II. Under a grant from the Board of 
Trustees of the Foundation, the Insti- 
tute was asked to develop the project, 
“Education for Controllership.” The 





general purposes of the plan were out- 
lined as follows: 


A—to codify the education qualifica- 
tions considered essential to the practice 
of controllership. 

B—to establish controllership as a 
craft and make courses available in the 
curriculum. 

C—to provide a reservoir of trained 
men who will be available in the next 
few years for work in controllers’ offices. 

D—to seek to be of help to industrial 
management in the organization and ad- 
ministration of the controller’s office. 


As a first step in this general project, 
the Institute was asked to prepare the sym- 
posium, ‘‘Controllership in Modern Man- 
agement” [See Page 275}. After consider- 
able exploratory editorial work, ten chap- 
ters were planned as follows: 

1. Preface’ by John H. MacDonald, 
Administrative Vice President, National 
Broadcasting Company. 

2. “Top Management Looks at Con- 
trollership” by B. C. Heacock, Chairman 
of the Board, Caterpillar Tractor Com- 
pany. 

3. “The Growth of the Controllership 
Function” by Dean J. Hugh Jackson, 
Graduate School of Business, Stanford 
University. 

4. “Organized Cooperation among 
Controllers in the United States” by Ar- 
thur R. Tucker, Managing Director 
(retired), Controllers Institute. 

5. “Controllership's Contribution to 
Executive Management” by David R. 
Anderson, Treasurer, W. B. Saunders & 
Company. 

6. “Problems of Controllership Organi- 
zation’ by Christian E. Jarchow, Vice 
President and Comptroller, International 
Harvester Company. 

7. “Selection and Training of Control- 
lership Personnel’ by Keith Powlison, 
Vice President and Controller, Arm- 
strong Cork Company. 

8. “Education for Controllership” by 
Dean Richard L. Kozelka, School of 
Business Administration, University of 
Minnesota. 

9. “Human Reactions to Standards and 
Controls’ by Professors John D. Glover 
and Fritz J. Roethlisberger, Graduate 
School of Business Administration, Har- 
vard University. 

10. “Controllership and Public Rela- 
tions” by Dr. Frank Surface, Executive 
Assistant to President (retired), Stand- 
ard Oil Company of New Jersey. 


III. As the second step in the project, 
“Education for Controllership,” studies 
were made of selection and training of 
technical personnel for the controllers’ 
departments. This study of the educa- 
tional methods includes aptitude test- 
ing, job description and evaluation, and 
on-the-job training. 


Tomorrow's Team . 


Use these training rules: 


Acme Photo 


. training yours? 


1. Let management come to know development personnel directly. 


2. Encourage transfers, and thereby growth, of individuals. 


3. Avoid the rut of “specialist development. 


4. Plan for a stronger future organization. 


The training methods and experience 
of several outstanding organizations 
such as Standard Oil of New Jersey, 
General Foods, Armstrong Cork, just to 
mention a few——-were analyzed care- 
fully. This required many weeks of field 
work. In addition, we used question- 
naires to develop other information 
from a broader list of employers. It 1s 
our thought that when the development 
of this subject has been completed, it 
will indicate where and how a company 
can start this selection and training 
program—regardless of that company’s 
size. 

Two other organizations have done a 
lot of work along similar lines and their 
programs certainly mention 
here. 

The Society for the Advancement of 
Management has conducted a survey of 
almost 1,000 executives in every line of 
business and among 200 college profes- 
sors with the idea of determining what 
those business men and 
college professors—considered the tdeal 
educational requirements for business 

The survey showed that practically 
everyone agreed that the following four 
courses should be required: (1) English 
literature, and public 


deserve 


individuals 


composition, 
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speaking, (2) economics, (3) general 
accounting, (4) types of business and 
industrial organizations. 

Questioned further, 80 per cent of the 
business men and professors considered 
these more technical courses would be 
highly desirable: cost accounting, budg- 
etary control and procedures, and taxes. 


As a result of the survey, the Society 
for the Advancement of Management has 
recommended first that educational insti- 
tutions should emphasize courses favored 


by business executives; and second that 
teachers should devote more time to the 
needs of business men. These recom- 
mendations will certainly help in pro- 
moting our Institute and Foundation 
programs with educational institutions. 

Since the S.A.M. study was a survey 
of the requirements for business in gen- 
eral, not merely a study of the require- 
ments for accountants, it is very inter- 
esting and gratifying to note that ac- 
counting and its related subjects got 
such a high rating as required or elec- 
tive subjects. 

The American Institute of Account- 
ants has been working for years on the 
selection problem through its Commit- 
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tee on Selection of Personnel. The 
Committee's goal, broadly stated, was to 
develop and establish techniques for 
the discovery of accounting ability, 
achievement, and interests—early in 
life. 

The Committee asked these questions: 
What was the right way to attract the 
most able young men to the profession? 
How could you tell, in advance, whether 
a potential CPA would work out in prac- 
tice? What were the right steps for a 
student to take, before he invested thous- 
ands of dollars in a spectalized education? 

The American Institute spent five 
years and $100,000 answering those 
questions. They have reached the point 
where they are sure that they do have 
a program which can help discover pro- 
fessional skills, aptitudes, and achieve- 
ment, and can help to attract qualified 
personnel. 

The AIA Selection Committee today 
believes that the benefits of this $100,- 
000 study will accrue equally to: 

1. The potential CPA (the student 
contemplating an accounting career), 
who needs to know whether his aspira- 
tions are supported by discoverable skills, 
talents, and aptitudes. 

2. The accounting firm, which needs 
to know whether the promise of young 
enthusiasm and college grades is likely 
to be fulfilled in the field with day-to- 
day performance 

3. The college or university, where 
accounting is taught, which can benefit 
in three ways: by confirmation of its 
own grades, by the comparison of at- 
tainments by its own students with those 
found in other institutions, by the dis- 
covery of skills in students of smaller 
institutions who might otherwise be 
overlooked. 

1. The public generally, which stands 
to gain measurably by any program de- 
signed to improve both the quality and 
the quantity of recruits to the account- 
ing profession 


Wire the excellent, well thought out 


programs which I have just outlined 
will help business in general, it is to our 
selfish interests as individuals to see that 
we take steps to implement those pro- 
grams. The benefits from this general 
work would be lost to a great extent if 
we did not do something very definite 
and tangible about making it possible 
for those selected and trained to pro- 
gress in the business. 

We must remember that native 
American intelligence and ability is one 
of the greatest of our natural resources. 
This may be a machine age from the 
standpoint of labor, but certainly from 
the standpoint of the selection, training, 
and development of material for man- 
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Latest report on Federal “ca- 
reer” workers: 36 out of every 100 
employes leave each year—have 


to be replaced by green trainees. 


agement we know that it is not. We 
know very well that it is the individual 
who shows the foresight and makes the 
decisions, who is still the controlling 
factor in the success of any business. 

If we build up the educational back- 
ground, if we select properly, then it is 
up to us to continue the development of 
that man and to make the most of him 
for his own sake and for ours. We can- 
not ever afford to get so involved in the 
technical side of our work that we pass 
over the growing, changing human side. 

Most men we employ start on a job 
motivated largely by the necessity of 
earning a living. They are inclined to 
measure the entire value of the job by 
their pay and progress. 

Gradually, however, the right kind of 
man—in the right kind of company 
develops the feeling of teamwork, of 
subordinating himself and his ambition 
to the good of the whole. A loyalty to 
the business and to the company soon 


Speaking of trainees . 


Rig & Reel 


These two are making sure they’re on the 
right track—for San Francisco and the 
18th Annual Meeting of the Controllers 
Institute! 
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becomes as natural as the work itself. 
That does not mean that a man _ has 
ceased to be ambitious, or that he is no 
longer interested in his own progress, 
but it does attest to the fact that his 
horizon has broadened, that he recog- 
nizes the importance of rendering a 
service to the business first, with the 
realization that in so doing he is helping 
himself toward success. 

We must be sure that the proper busi- 
ness climate exists within our own com- 
panies so that the desire to do a good 
job and to become a part of the com- 
pany is allowed to live and flourish. 


In closing I want to make four points 
on personnel development which to my 
way of thinking are important to us as 
controllers and to business in general. 

1. Let development personnel be 
seen. Let them handle certain items di- 
rectly with management. Take them 
along on conferences. Make it possible 
for management to know them better. 

2. Encourage transfers from account- 
ing work to other departments when 
special aptitudes for other work seem 
apparent, or when accounting training 
is considered desirable as a background 
for other work. Such transfers not only 
place men in other departments who 
can talk and understand our technical 
language but also permit us to main- 
tain a larger staff of development per- 
sonnel than would be possible if pro- 
motions were limited to opportunities 
within our own departments. 

3. Recognize the fact that our job is 
really twofold. Of course, we must first 
meet the ever pressing responsibilities 
in our daily work, but in addition, we 
have the very important responsibility 
for bringing in and developing the 
next generation of accounting manage- 
ment. Moreover, if our companies are to 
continue to grow, as they must grow, we 
should have men ready at all times to 
take over the accounting management 
responsibilities in the expanded opera- 
tions. 

4. Plan for a stronger future organi- 
zation. The men we bring into the busi- 
ness and develop should not be just as 
good as we are—they should be better, 
if the refinement of business manage- 
ment in general is going forward. 

Let us never overlook the philosophy 
of Andrew Carnegie when he said that 
his objective was ‘‘to enlist in his serv- 
ices men better than himself.’’ Nothing 
in business can bring a man greater per- 
sonal satisfaction than knowing that he 
has done just that. We must all realize 
that there is no greater responsibility of 
management today than that of provid- 
ing the trained men who will follow us. 
In our hands, to be passed on to them, 
rests the future strength of the business 
organizations of tomorrow. 
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Deferred Compensation of Executives 
By George R. Blodgett 


MPLOYERS today are repeatedly faced 
E with the problem of furnishing addi- 
tional incentive compensation in order to 
retain or obtain the valuable services of 
high-salaried executives. Because of pres- 
ently existing high tax rates, immediate 
increases in salaries and cash bonuses are 
of little net benefit to such executives. 
Hence, there is a constant pressure to de- 
vise some method of deferred compensa- 
tion. 

The ideal solution to this problem 
would be a plan under which the em- 
ployer would receive immediate vested 
rights but his taxable income would be 
postponed until some later date. Such a 
deferment of compensation offers a two- 
fold advantage to the executive. In the 
first place, he will realize more net benefit 
after taxes, since presumably his income 
will be less in his retirement period and 
since there is still the possibility that tax 
rates may be lowered. Secondly, the ex- 
ecutive thereby obtains very desirable fu- 
ture security for himself and in many in- 
stances also for his family. 

Generally speaking, realization of the 
ideal solution to this problem is impos- 
sible today by any plan which does not 
qualify under Section 165(a), Internal 
Revenue Code. As a result of judicial 
decision and Congressional enactment, 
the employe is generally taxed immedi- 
ately, either on the basis of constructive 
receipt, economic benefit, or—most often 
some special statutory provision. 


Section 165(a) is subject to such severe 
limitations that it is of little practical 
value for high-salaried executives as dis- 
tinguished from low-salaried employes. 
As to the latter, no one can dispute the 
merits and virtues of plans under Section 
165, since they have all the attributes 
requisite for the ideal solution of our 
basic problem. 

However, there are offsetting factors 
emanating from the non-discriminatory 
requirements embodied in the section 
which impose such serious limitations on 
the employer's maximum contributions 
that a Section 165 plan can offer little in- 
centive compensation to an executive. 
Finally, these non-discriminatory require- 
ments necessitate such broad coverage of 
employes that a plan which even ap- 
proaches some solution of the executive's 
problem becomes extremely expensive to 
the employer. 

The various plans which have been at- 
tempted in the past fall into two broad 
categories—those which qualify as tax 
exempt under Section 165, and those 
which do not so qualify under that sec- 
tion. Plans in the latter category may 
again be subdivided into five groups: 
trusts, life insurance, annuities, pensions 
and related plans, and stock purchase 
plans. 


Trusts 
Before the extensive revisions of Sec- 
tion 165 and Section 23(p) effected by 
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Present high tax rates favor 
plans for future recompense 


the Revenue Act of 1942, a solution for 
the problem of deferred compensation 
for executives might have been approxi- 
mated by trusts set up outside the pale 
of Section 165. Under the cases dealing 
with such pre-1942 trusts, an employer 
was allowed a deduction in the year in 
which contributions to the trust were 
made, provided that the corpus of the 
trust was put beyond the employer's con- 
trol regardless of whether the executive's 
rights in the employer's contributions 
were forfeitable or non-forfeitable. Un- 
der such a trust arrangement the execu- 
tive realized no income at the time con- 
tributions were made if his rights therein 
were forfeitable. 


A rnoucu such non-Section 165 trusts 
set up prior to 1942 may have been of 
some help in solving the problem of de- 
ferred compensation for executives, they 
no longer furnish any possible solution 
unless the employer is willing to sacrifice 
his deduction and the employe is willing 
both to sacrifice the non-taxability of the 
earnings of the trust fund and to accept 
forfeitable benefits in lieu of non-for- 
feitable benefits. 

The employer's deductions for contri- 
butions to such a trust, even though the 
trust does not qualify as tax exempt under 
Section 165(a), are now controlled by 
Section 23(p) (1)-D. 

Under this section the employer gets a 
deduction in the year in which the con- 
tributions are paid only if the employe’s 
rights “to or derived from such em- 
ployer’s contribution or such compensa- 
tion are non-forfeitable at the time the 
contribution or compensation is paid.” If 
the employe’s rights are forfeitable during 
the year in which the contributions are 
paid, then the employer gets no deduc- 
tion in that year even though the contri- 
butions are put beyond his control. 

Furthermore, in such a case, Section 
23(p) does not expressly provide for any 
deduction by the employer in any later 
year, such as, for instance, the year when 
the employe’s rights become non-forfeit- 
able, and Section 29.23(p)-11 of Regula- 
tions 111 indicates that the employer will 
never get a deduction in such a case. 

Hence, in order for an employer to be 
assured of any deduction for a contribu- 
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tion to a non-Section 165 trust, the em- 
ploye’s rights in the trust must be non- 
forfeitable at the time the contribution 
is made. But if the employe’s rights are 
non-forfeitable at the time the contribu- 
tions are paid, then the employe in turn 
realizes income to the extent of the con- 
tributions in the year in which they are 
paid to the trust. 

On the other hand, such non-Section 
165 trusts may be helpful if the employer 
is willing to sacrifice his deduction or if 
the executive finds it is more profitable 
to accept, in lieu of an immediate salary 
increase of $100X, future benefits to be 
derived from the employer's annual con- 
tribution to a fully taxable non-Section 
165 trust of $62X (as the employer is a 
corporation and the corporate tax rate 
stays at 38 per cent). Under Sections 
23(p) (1)-D and 165(c) and under the 
principles established by earlier cases, an 
executive realizes no income in the years 
in which contributions are paid to a non- 
Section 165 trust if his rights therein are 
forfeitable at that time. 

Hence, it would seem that by means of 
such a non-Section 165 trust, an employer 
might be able to give an executive the 
benefit of deferring his taxable income 
until after retirement, when he presum- 
ably would pay lower surtax rates, pro- 
vided (1) the employer waives any de- 
duction; (2) the employe is willing to 
accept forfeitable rights; and (3) the 
earnings on the amounts contributed to 
the trust are to be taxable. 

The executive's rights would be for- 
feitable if his receipt of the benefits were 
conditional upon his remaining in the 
employ of the employer until retirement 
age, death, or disability (Section 29.165- 
(7) of Regulations 111). Probably other 
contingencies could be used to make the 
executive's rights forfeitable. 

It would be strongly arguable that the 
executive would not realize taxable in- 
come in the total amount of the em- 
ployer's contributions in the year in which 
his rights therein became non-forfeitable 


but that he would realize taxable income 
only as amounts were distributed or made 
available from the trust. 

However, this position is not entirely 
free from doubt, and it would seem ad- 
visable to provide that (1) portions only 
of the trust fund should become non- 
forfeitable in successive years, and (2) 
there be some power in the employer or 
trustee, perhaps discretionary, to release 
principle from the trust fund in order to 
enable the executive to pay his income tax 
if assessed as of the time the benefits be- 
come non-forfeitable. If it is important to 
obtain a deduction at some time for the 
employer, a pension contract of the kind 
described below could be used, rather 
than a non-Section 165 trust. 

Life Insurance 

It was established early that the pay- 
ment of life insurance premiums by an 
employer for an employe on a policy of 
which the employer is not the beneficiary, 
directly or elie results in taxable in- 
come to the employe. 

Correlatively, the employer is entitled 
to a deduction for such premiums, pro- 
vided the employer is not a beneficiary of 
the policy, either directly or indirectly, 
and provided that the amount of the pre- 
miums together with other compensation 
meets the reasonableness test. 

This principle is now so well esta- 
blished that it cuts across Section 165 and 
results in an employe’s receiving im- 
mediate limited taxable income when a 
Section 165 trust buys life insurance pro- 
tection to which he receives rights. It 
would seem that life insurance as such is 
of no value in solving the problem of de- 
ferred compensation for high-salaried ex- 
ecutives. The one exception is that group 
life insurance at present still gives the 
employer an immediate deduction with 
no resultant income to the employe. But 
the limitations on group life insurance 
are such that it probably is much more 
valuable in the case of low-paid employes 
than in the case of high-salaried execu- 
tives. 


However, ordinary life insurance or 
endowment policies may certainly be of 
value to the employer in financing straight 
pension arrangements. If such policies 
are made payable to the employer with 
no rights at all in the employe, they are 
not subject to the rules set forth above. 
The payment of the premiums by the em- 
ployer results neither in taxable income 
to the employe nor in deductions to the 
employer. If the policies assiduously 
avoid giving the employes even forfeit- 
able rights, then the employer will get 
deductions for the pension payments 
later made, even though made out of the 
insurance proceeds. 


THE CONTROLLER 


This is the third in a series of ar- 
ticles on top management consid- 


erations. “Setting Standards of 


‘ 


Value for Executive Compensation’ 
by Edward N. Hay, which appeared 
in the March issue of THE CON- 
TROLLER, was the initial piece. Sec- 
ond in the series was “Evaluating 
Management” by Jackson Martin- 


dell, in the May issue. 


Annuities 

The possibility of deferring compensa- 
tion for executives by the purchase of 
non-Section 165 annuities with a correla- 
tive deduction for the employer was fore- 
closed not only by court decisions involv- 
ing pre-1942 employe annuities but also 
by the extensive revision of the applicable 
sections of the Internal Revenue Code by 
the Revenue Act of 1942. As a result of 
these statutory changes, Section 22(b) 
(2)-B, dealing exclusively with employes’ 
annuities, was added to the Internal Rev- 
enue Code. The latter portion of this sec- 
tion deals with the purchase of such an- 
nuities pursuant to arrangements not 
qualifying under Section 165(a), and 
reads: 

. In all other cases, if the employee's 
rights under the contract are nonforfeitable 
except for failure to pay future premiums, 
the amount contributed by the employer for 
such annuity contract on or after such rights 
become nonforfeitable shall be included in 
the income of the employee in the year in 
which the amount is contributed, which 
amount together with any amounts contrib- 
uted by the employee shall constitute the 
consideration paid for the annuity contract 
in determining the amount of the annuity 
required to be included in the income of the 
employee under subparagraph (A) of this 
paragraph.” 


As in the case of non-Section 165 
trusts, if an employer attempts to avoid 
taxable income to an executive by making 
the executive's rights forfeitable, then the 
employer in turn loses his deduction for 
the year in which the contributions are 
made. 

However, the possibility of working 
out a satisfactory arrangement for an 
executive by the employer's sacrificing his 
deduction or contributing the net amount 
which would have remained if he had 
gotten a deduction finds even more sup- 
port in the case of non-Section 165 an- 
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nuities than in the case of non-Section 
165 trusts. 

There would seem to be sufficient justi- 
fication for concluding, from the wording 
of the Regulations, Section 29.22(b) 
(2)-5 of Reg. 111, that an executive 
would not realize taxable income when 
his previously forfeitable rights in an an- 
nuity became non-forfeitable, but that he 
would only realize income as amounts 
were received by or made available to 
him under the annuity. In order to assure 
an executive that he would receive full 
protection from this section, it would be 
necessary to make the annuity non-assign- 
able and without cash surrender value. 

It does not require a great deal of 
imagination to visualize some of the dan- 
gerous tax results which might flow from 
an employe’s survivorship annuity con- 
tract without cash surrender value. 

Let us assume that a retired employe 
has such a contract and irrevocably desig- 
nates his wife as the surviving beneficiary 
thereof with the right to receive annual 
payments for her life after his death. 
This would probably result in a gift tax. 

Then upon the executive's death his es- 
tate would probably be compelled to pay 
an estate tax on the survivorship interest, 
receiving only the usual limited credit 
under Section 813(a), I.R.C., for the gift 
tax previously paid. Depending upon the 
age of the widow, this estate tax can be 
very substantial and the payment of the 
same can present a difficult problem to 
the estate and the widow, if there is no 
other property in the estate. Even if the 
widow lives long enough to receive in 
pensions more than the estate tax, she 
may have difficulty in financing the estate 
tax from the annuity payments. In any 
event, the intended benefit from the an- 
nuity may be materially reduced thereby 
and, in addition, there would be the re- 
duction because of the income tax. 


The problem would be further compli- 
cated if the widow were to die shortly 
after the executive and before receiving 
any substantial payments on the annuity 
with which to liquidate the estate tax 
liability of her husband's estate. 


Pensions and Related Plans 


The solution of the problem of de- 
ferred compensation for executives is 
often attempted by pension plans under 
which the employer pays a former execu- 
tive a fixed annual compensation after 
his retirement age. 

Whether a pension arrangement be 
voluntary or contractual, there is little 
difficulty with the employer's deduction, 
providing the pension satisfies the reason- 
ableness rule. The employer gets his de- 
duction at the time the payments are 
made. 

If such a pension plan is voluntary, and 
without any contractual basis, there would 
appear to be equally little difficulty as to 
the income tax consequences to the execu- 
tive, provided that the pension is actually 
intended as compensation. In such cases 
the pension payments represent taxable 
income to the employe as they are re- 
ceived. 

However, when such plans are based 
on a contractual obligation assumed by 
the employer during the period of active 
employment of an executive, some ques- 
tion still remains as to the income tax 
consequences to the executive. 

It must be conceded that as practical 
matter there is some similarity between a 
pension contract made with an employe 
by an unquestionably solvent corporate 
obligator and an annuity contract issued 
by a life insurance company providing 
for similar payments to an individual 
starting at the age of 65. The purchase 
by an employer for an executive of a non- 





CITY INCOME TAXES RAISE PROBLEMS 


The need for some line of demarcation between Federal, 
state and local fields of taxation was emphasized by Henry H. 
Heimann, Executive Manager of the National Association of 
Credit Men, in his Monthly Business Review recently, in 
which he cited as an example the recent ordinance imposing 
an income tax on business and individuals by the St. Louis 
City Council. Mr. Heimann stated that if more municipalities 
invade this formerly exclusively Federal tax territory, already 
raided by some states, it will be impossible to see what the 


limit will be. 
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forfeitable insurance company contract re- 
sults in an immediate taxable income to 
the employe. 

It has not been the practice of the 
Bureau to tax an executive upon the ex- 
ecution of a pension contract as it does 
upon the receipt of an insurance company 
annuity contract. The courts have never 
been called upon to decide squarely this 
question. [t may well be that the practical 
difficulty of attempting to determine in 
the year of service whether the corporate 
employer will remain solvent during the 
period that the pension is payable justifies 
this difference in treatment between em- 
ployers’ pension contracts and insurance 
company annuities. 

However, we must recognize the dan- 
ger that an executive might be taxed upon 
the full commuted value of the pension 
payments provided in his contract at the 
time that his rights to that contract be- 
come unconditional and non-forfeitable, 
such as at retirement age or at the time of 
disability. 


Susyect to such risks, probably the 
most satisfactory arrangement from the 
point of view of both employer and em- 
ploye could be worked out by means of a 
pension contract of this type. 

Under one version, the employer could 
agree to pay the executive, starting at age 
65, $10,000 a year for life. The execu- 
tive’s rights would be contingent upon 
rendition of consulting services, absti- 
nence from competition, the existence of 
corporate earnings or some similar un- 
certainty. With the presence of such con- 
tingencies in the contract it would be 
reasonably safe to assume that the execu- 
tive would be taxable upon the amounts 
payable under the contract only in the re- 
spective years of the receipt thereof. 

Since deductions would be allowable 
for the pension payments, as paid, the em- 
ployer could afford to pay the $10,000 
pension, provided the corporate tax rates 
remained the same. 


Stock Options 

The new rules of the Bureau for taxing 
the exercise of a stock option put the 
optionee at a disadvantage with respect 
to the tax on appreciation subsequent to 
the contract date, as compared with the 
executive who acquires stock outright 
either as a bonus or at or below market. 

Although the optionee is in a better 
position, from an investment standpoint, 
than the outright purchaser, by losing 
nothing if the stock declines in value, he 
will also have little to gain from any in- 
crease in value of the stock while he holds 
the option, because that increment in 
value will be largely offset by the tax 
which will be imposed if he exercises the 
option. Under these circumstances the 
stock option is of only limited value. 





“Controllership in Modern Management” 


E. Stewart Freeman, Company Auditor and Economist of Dennison Manufacturing 
Co., Framingham, Mass., here reviews the new Institute-Foundation book (see Page 
269), authored by B. C. Heacock, ]. Hugh Jackson, Arthur R. Tucker, David R. Ander- 
son, Christian E. Jarchow, Keith Powlison, Richard L. Kozelka, John Desmond Glover, 
Fritz J. Roethlisberger, and Frank M. Surface. 


HIS SYMPOSIUM is the first of a series of 

books which the Controllers Institute of 
America, together with the Controllership 
Foundation, plans for the purpose of 
bridging the gap between the theory and 
practice of controllership. Its ten authors 
are well known, at least by reputation, to 
most readers of THE CONTROLLER. Five 
reflect the experience of companies with 
successful controllership, four that of lead- 
ing university schools of business, and 
one that of the Controllers Institute itself. 

While each author has a different ap- 
proach there is some overlapping in the 
subjects discussed. This has the advantage 
of giving the reader different points of 
view on the same problems. If the pages 
on the same subject were put together the 
book could be divided into five nearly 
equal parts as follows: (1) The Control- 
lership Function, Its History and Char- 
acteristics, (2) Technical Problems of 
Controllership, (3) Human Problems of 
Controllership, (4) Organization for Con- 
trollership, and (5) Selection, Education 
and Training. Each of these five subjects 
is covered both from the point of view of 
basic principles and fundamental philoso- 
phy and in terms of practical down-to- 
earth relationships. 

“Must” reading for every controller, 
this book will belong in every business 
library and will be useful as a text in every 
collegiate school of business. 


Controllership History and Characteristics 

The office of corporation controller, we 
are told, is a development of recent years 
made necessary by the rapid growth of 
American business. Out of 195 corpora- 
tions (114 industrial, 38 public utility, 23 
railroads, 13 merchandising, 7 financial) 
143 (93 industrial, 17 railroads, 17 pub- 
lic utilities, 11 merchandising, 5 finan- 
cial) have had the office of controller for 
a maximum of 59 and ar average of 22 
years. In 96 of these 143 companies the 
controllers are elected or appointed by the 
board of directors and in 47 by ranking 
officers, usually the president. In 66 cases 
the controller's duties are prescribed in 
the by-laws. 

Early American corporations, basing 
their practices on that of English joint 
stock companies which stemmed from that 
of the medieval guilds, had a moderator, 
clerk, and treasurer. The first two have 
largely been replaced by a president and 


secretary while the office of treasurer is 
only now meeting competition from that 
of controller. 

The division of responsibility between 
treasurer and controller is not new. We 
find it in the English government dating 
back to before the 15th century. The early 
spelling was ‘‘contre-roller,” meaning one 
who checked the roll of incoming and out- 
going monies and goods. This spelling 
and its derivative, ‘‘controller,’”’ came into 
the English language from the Latin by 
way of the ancient French. More recently 
the spelling “comptroller” was introduced 
from the modern French. The Control- 
lers Institute and business generally have 
preferred the spelling “controller” whereas 
government and financial institutions 
have been more partial to “comptroller.” 


Tue controller's function is to provide 
and interpret the facts and figures of busi- 
ness. The need for controllers was there- 
fore recognized earlier by businesses with 
above-average requirements for facts and 
figures and it has grown with the growing 
complexities of taxation and government 
regulation. Thus the department stores 
with their thousands of items were among 
the first to set up controllers as key men 
in their organizations. The Controllers 
Congress of the National Retail Dry 
Goods Association was formed in 1920. 

The movement spread to other indus- 
tries during the 1920's and the need for 
controllers was accentuated by the depres- 
sion of 1929-32. The Controllers Institute 
was organized in 1931, and, as Arthur 
Tucker relates, the years since then have 
brought more and more problems to rein- 
force the need for controllership. 

A chief executive tells us that the con- 
troller’s ability to combine the faculties 
of analysis and synthesis with a breadth 
of business knowledge is the second most 
important one in the scale of management 
requirements. This ability, however, can 
be used successfully only to the extent that 
it is combined with the topmost necessity 
—the ability to influence people to coop- 
erate for a common purpose. Hence, al- 
though the technical problems of control- 
lership are not neglected, more space is 
given in this book to its problems in hu- 
man relations. 


THE CONTROLLER 


Technical Problems of Controllership 

Facts and figures are needed by busi- 
ness not only to give an accounting to 
stockholders, creditors, and government 
but even more for the purpose of internal 
management. No business of any size can 
be managed intelligently without a con- 
tinuous and organized flow of information 
about the environment in which it func- 
tions, its operating plans, and the actual 
results of its operations. 

The first step in developing this is to 
define in reasonably specific terms the 
kinds of information management needs 

-information for spot control of opera- 
tions, for review of operating perform- 
ance, and for planning and policy-making, 
including data on long-term trends, on 
comparative performance on similar op- 
erations at different points in the business, 
on the results of the various sections or 
“ventures” of the business involving the 
joint activities of sales, manufacturing, 
and administration executives, and about 
the financial condition and financial prog- 
ress of the business and the sources and 
uses of the funds employed. 

These technical problems of controller- 
ship are discussed by several of the con- 
tributors but more at length by David R. 
Anderson, who gives us the highlights of 
his book, ‘Practical Controllership,”” which 
was reviewed in THE CONTROLLER for 
August 1947, also some of his subsequent 
thoughts on the subject. 

The first step in helping management, 
we are told, is to devise records, methods, 
and procedures for the accumulation of 
facts and for communicating the signifi- 
cant facts to the right people in the right 
ways at the right times. These are dis- 
cussed under several headings such as ac- 
counting = and policy, short- and long- 
rang;e budgets or profit planning, and cost 
accounting for both manufacturing and 
marketing. 

The accounting plan should be based on 
the organization's lines of responsibility 
and some individual should be responsible 
for each account. Enough detail should be 
kept to permit the computation of the cost 
by functions, methods of performance, 
and end purposes. The accounting policies 
which get most attention are the ones in 
relation to inventory pricing (FIFO, 
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LIFO, etc.), depreciation, and the alloca- 
tion of expenditures between current ex- 
pense and durable assets. 

The short-range or current budget should 
pull together and clarify the ideas and 
plans of all departments of the business, 
reveal to management the probable finan- 
cial results of such ideas and plans, and 
point up the difficulties and problems 
which lie ahead. It should also provide a 
basis for control of operations by setting 
for every responsible executive a definite 
task or on fe of performance against 
which actual results can be measured. 

The longer-range plan or budget should 
integrate the procurement and use of the 
company’s funds. One of its functions 
should be to allocate funds for plant ex- 
penditures. Operating men and plant en- 
gineers should propose such expenditures 
but, except for minor routine items, good 
practice requires advance authorization 
from top management before any commit- 
ments are made. Before consent is given 
the controller's organization should calcu- 
late or check the estimated cost savings or 
other increases of revenue in comparison 
with the proposed investment and the po- 
tentialities of alternate uses of the com- 
pany’s funds. 


Cosr accounting should provide three 
types of information: (1) to local man- 
agement for the control of costs, 1.e., to 
compare actual costs with what costs are 
supposed to be and for help in determin- 
ing standards and selecting methods, fa- 
cilities, and, in the case of marketing, ter- 
ritories and customers, (2) to merchan- 
dising executives to aid in pricing and in 
selecting merchandise, for measuring 
profit by classes of products, etc., and (3) 
to the controller for the purpose of com- 
puting and analyzing profit or loss and 
constructing a balance sheet. The basic 
objectives are the same for marketing and 
administrative cost accounting as for man- 
ufacturing cost accounting but the propor- 
tion of indirect costs is so much greater 
that different procedures are necessary. 

Controllership requires not only ability 
to find facts and to distinguish clearly be- 
tween fact and opinion but also the inter- 
pretative skill to draw valid deductions 
from them, to proceed in an orderly man- 
ner between cause and effect to produce a 
balanced and seasoned judgment. It is 
necessary to see not only the direct conse- 
quences of a proposed course in a particu- 
lar group but also the longer and indirect 
consequences to all groups. This requires 
a high degree of wisdom in the sense of 
ability to apply specific knowledge to the 
best ends of the corporate enterprise. 


Human Problems of Controllership 


Further advances in the esr 28 of 


controllership are to be expected but so 
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WE ARE RECOMMENDED READING 


Articles appearing in THE CONTROLLER continue to be 
picked up, recommended, digested, and reprinted in other 
publications. Some of the more recent ones include: 


“Your Company: What People Want to Know about It’’ 
by Daniel J. Hennessy, from THE CONTROLLER, July 1948 
. . . digested in Management Guide, 10th Issue, October 


1948. 


“The Place of Employee Benefit and Retirement Plans in 
Business” by Chan Eno, from THE CONTROLLER, August 


1948 
November 1948. 


digested in Management Guide, 11th Issue, 


“Budgeting for Better Management’’ by Harry R. Lange, 


from THE CONTROLLER, September 1948 


reprinted 


in The Management Review, April 1949. 


“Control of Clerical Costs by Performance Measure- 
ment” by Paul B. Mulligan, from THE CONTROLLER, 


November 1948 
December 1948 


reprinted in Office Management, 


“Concepts for Accounting Measurements of Physical As- 
set Values and Consumption” by Franzy Eakin, from THE 


CONTROLLER, November 1948 


reprinted in The Ac- 


countants Digest, December 1¢48. 





far the development of accounting and 
statistical techniques has outstripped the 
development of men with the social and 
administrative skills that are required to 
apply the techniques effectively. 

Facts are likely to be of constructive use 
only in terms of the results likely to be 
obtained from using them. Not only must 
the controller be able to find the right 
answers but he must be able to make such 
knowledge a part of the intelligence of 
the people who can translate it into effec- 
tive action. For this purpose he must be 
skilled in expressing his ideas both in 
speech and in writing. He must have 
whatever it takes to command attention 
and respect for his work from executives 
who may be impatient with details and to 
obtain the proper reactions when his work 
is convincing. The selling of ideas may 
take even more salesmanship than the sell- 
ing of merchandise. 

Success in controllership, we are told, 
depends very largely on the ability to es- 
tablish the right kind of working relations 
between the controller's staff and the op- 
erating personnel. These right working 
relations must begin at the top with mu- 
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tual confidence and understanding be- 
tween the controller and the principal op- 
erating executives. 

One chapter will help the reader to un- 
derstand the human problems involved in 
the installation, development, and man- 
agement of standards, budgets and other 
tools of control. These require even more 
attention than the technical problems. In- 
deed, the human misunderstandings and 
resistances which are generated unwit- 
tingly through the use of these tools of 
management can often nullify the benefit 
expected from them. On the other hand, 
if the human problems are handled with 
skill, quite satisfactory results can de 
chil in spite of technical imperfec- 
tions. 

Controls and standards are scientific in- 
struments of progress but human beings 
do not like to have changes imposed upon 
them. Standards are a means of differen- 
tiating people, e.g., the competent from 
the incompetent. Social codes of behavior 
evolve spontaneously without regard to 
logic or science. They are accepted by in- 
dividuals because those individuals are 
and want to remain members of a group. 
Such membership requires having enough 
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Does your Business Insurance Include 
these Six “Expense Control” Features? 


1 e You—and we-— deal direct 
with each other. This results in 
fast, dependable service...helps 
reduce selling and handling 
costs. 


2. Savings under the Liberty 
Mutual plan have reduced 
insurance costs from $50 to 
thousands of dollars, depend- 


ing on the size business. 


3. You’ve got to be good to be a leader. 
Because Liberty Mutual knows business 
and its problems from the ground up, 
we are a leading writer of business 
insurance in this country. 
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Cause of accidents and 
their prevention are no mys- 
teries to Liberty Mutual. 
A practical, workable program 
safeguards your customers 
and employees. 


5. Your employees are im- 
so our claims 
people treat them with tact — 
the way you would want them 
handled if you were settling 


portant to you 


claims yourself. 
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ble. 


6. Tailored to fit your business. That’s how 
Liberty Mutual plans your insurance for you. 
Would you like such a plan — and an estimate 
of how much you could have saved? Telephone 
or write the nearest Liberty Mutual office today. 


* We work to keep you safe * 
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Repair or Replace Insurance 


By G. 9. Wahl 


—— or Replace Insurance covers the 
replacement cost new of property in- 
stead of the actual value or insurable 
value, which is replacement cost new 
less depreciation. “Depreciation Insur- 
ance” is another name for the same 
type of coverage and it has been avail- 
able to a restricted group of property 
owners for many years. 

This insurance by its assumption of 
liability in excess of the actual value of 
property is not a new departure, since 
“Demolition and Increased Cost of Con- 
struction Insurance” is known to have 
been available since 1914 and probably 
was available before that time. Under 
this form of coverage a property owner 
is reimbursed for losses sustained be- 
cause of a state or municipal law which 
requires the tearing down of undam- 
aged portions of the building and re- 
placement with an improved type build- 
ing. 

Use and Occupancy Insurance, All- 
Risk Insurance, which may include de- 
terioration and loss of use, and insur- 
ance written under Valued Policy Laws, 
all are called upon to pay losses beyond 
actual cash value of property insured. 

The Factory Mutual Companies be- 
gan writing insurance on depreciation 
about 1932 and since that time have 
found increasing interest from their 
members. About 1944 the development 
of the Repair or Replace Endorsement 
now in use was begun. 


Objections to Depreciation Insurance 
were: 


1. Assured would be less cooperative 
in salvaging or repairing property in a de- 
sire to get new property for old. 

2. In periods of rising cost trends 
amounts of insurance could not keep step 
with actual replacement values, due to 
delay in securing appraisals. 

3. Difficulty would be encountered in 
adjustments to establish replacement 
values for property no longer available, 
such as a Model T Ford. 


However, during the four years the 
Repair or Replace Endorsement has 
been in use no unusual problems such as 
the above have developed, continued 
active interest has been shown by our 
members, and the experience from the 
loss standpoint and from the member 
relation standpoint has been satisfac- 
tory. 

As you know, the past few years the 
state insurance regulatory bodies have 
become increasingly active in the super- 
vision of the insurance industry. A ma- 
jority of the states in which the Factory 
Mutual Companies are licensed now re- 
quire adherence to filed forms and rates. 
It has therefore been necessary to secure 
approval of the Repair or Replace En- 
dorsement by the State Commissioners. 

Objections from this source have 
mainly taken two forms: 


Tuckett 


G. F. WAHL has been Vice President of the Blackstone 


Mutual Fire Insurance Co., Providence, R. 


|, for the past 


seven years, during four of which he was also a member of 
the Factory Mutual Form and Rating Committee. Mr. Wahl 
is a civil engineering graduate from Purdue University and 
spent twenty years with the Factory Mutual system as In- 
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A sound protection 
for your property 


1. It has been held the Replacement 
Endorsement contravenes the standard 
fire policy with respect to the “Actual 
Value’ provision. 

2. Insurance of this kind will encour- 
age arson and incendiarism. 


Through new state legislation and re- 
vision of interpretations of existing law, 
approval of Repair or Replace insur- 
ance has been granted in all states in 
which our companies are licensed except 
two. In connection with the negotiations 
with the state supervisory authorities 
excellent help has been given by our 
members in establishing the need for in- 
surance of this type. 

Repair or Replace Insurance is cov- 
ered by endorsement of the fire policy, 
increasing the insurance, in considera- 
tion of additional premium computed 
at the regular fire rate, on the amount 
of additional insurance required under 
the endorsement to equal ka excess of 
the replacement or repair cost over the 
actual value of the damaged property af- 
ter depreciation. 


Recovery is limited by the actual ex- 
penditure in replacing or repairing on 
the same or another site with materials 
of like size, kind, and quality, and by 
the face value of the policy. If the dam- 
aged property is not replaced or re- 
paired there is no liability for deprecia- 
tion. The insured cannot under the en- 
dorsement make a profit if the property 
is not restored. 

The main policy is divided into two 
items: 


1. to cover Real and Personal Prop- 
erty excluding Stock and Supplies 
and any other specific contents 
such as Drawings and Patterns, 

2. to cover Stock and Supplies. 


The Repair or Replace Insurance is 
limited to Item No. 1, since the usual 
Factory Mutual coverage insures raw 
stock on a replacement basis and fin- 
ished goods on a selling price basis. 
Item No. 1 of the policy is subject to 
100 per cent Co-insurance, but only if 
claim is made on a replacement basis. 
The Factory Mutuals do not use the Co- 
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How preferred risk companies 
combine saving with safety 


N ARTICLE last summer in Business 

Week seems to have put the spot- 
light on a candle lit back in 1881 by a 
group of rugged individualists of that 
time, whose successors have kept the 
growing flame too modestly hidden un- 
der a bushel in the years since. 

The article was entitled ‘Fire Recip- 
rocals Booming.” It briefly told the 
story of an association of merchants and 
manufacturers, back in the gaslight-and- 
buggy days, for the exchange of each 
other’s insurance risks, which has de- 
veloped, without benefit of advertising 
or other promotion, into a two billion 
dollar insurance “club of preferred risk 
companies. 

It provoked considerable interest 
among presidents, treasurers, and con- 
trollers of my acquaintance who take 
their insurance seriously. The major 
questions they asked of me—and my an- 
swers—follow. 


1. “Just what is reciprocal insurance?” 

Reciprocal insurance is “true” insur- 
ance and combines safety with savings. 

The idea behind it is as old as private 
enterprise itself. Centuries before Co- 
lumbus, the merchants and shipowners 
of the Mediterranean began insuring 
each other on their ships and cargoes, 
their agreements and forms giving rise 
to such —— day terms as “policy” 
and “underwriter.” 

That idea was recalled in 1881 by a 
small group of the most literate, ethical, 
and progressive businessmen of New 
York City, who met to protest an in- 
adequate fire insurance market and rates 
they regarded as too high for companies 
with properties so well constructed, main- 
pers and safeguarded as theirs. 

That meeting resulted in the formation 
of an association—a club, if you please— 
of especially preferred risk concerns for 
exchange of its members’ risks and the 
employment of a manager, known as 
“Attorney-in-fact,” to help them fur- 
ther reduce the hazards of fire and to 
handle the details of operation. 

They called their “club” Individual 
Underwriters, and their place of meet- 
ing the Exchange. They saved with 
safety so effectively that by 1928 four 
more Exchanges had been organized to 
make possible the admission of more 


Reciprocal Insurance 


concerns of comparable financial stand- 
ing and good repute in New York and 
elsewhere, thus broadening the base for 
increasing protective service and reduc- 
ing net premium costs. A sixth Ex- 
change came under the same manage- 
ment in 1938. 

Today these six pioneer Exchanges 
are known as the Associated Reciprocal 
Exchanges. Afhliated with them are 
Canadian Reciprocal Underwriters and 
the Arex Indemnity Company, the lat- 
ter formed in 1936 to extend coverage 
to include casualty risks. 

The Associated Reciprocal Exchanges 
(called ‘“‘A.R.E.”” for short) now have 
some 2,300 members (or “Subscribers,” 
as they are called) with properties all 
over the United States and Canada. 
They represent virtually every kind of 
manufacturing, wholesaling, retailing, 
and institutional enterprise of a non- 
hazardous nature. They range in size 
from large companies of international 
reputation to substantial concerns of 
medium size that are the backbone of 
their communities and regions. 

But all have this in common: a better- 
than-average “preferred risk’ rating, in 
insurance parlance; admission to mem- 
bership only after a scrutiny not too 
ineptly comparable with that of the ‘‘ad- 
Missions committee’’ of an old and con- 
servative social club; the obligation to 
maintain the rigid standards of financial 
responsibility and good-housekeeping 


By Henry 3. Walch 


set by A.R.E. after admission. 

May I add, parenthetically, that the 
Subscribers and Manager of A.R.E. are 
not opposed to the conventional forms 
of insurance offered by stock companies 
and mutuals. Indeed, A.R.E. neither 
wants nor can take al// of the insurance 
of all of its members. Think of A.R.E. 
as a business club, and you will better 
understand its position in the insurance 
world. There are far more good com- 
panies which would like to join than 
can be accepted. 


2. “How do you save with safety?” 

Take the factor of careful selectivit- 
the basis of reciprocal insurance; add 
your own company’s practice of build- 
ing up reserves against ‘rainy day’’ con- 
tingencies, and you have the answer. 

But if you are like me, born with what 
my extrovertish friends whose lives begin 
and end with sales call a “‘controller’s 
mind,” you will want more. I know my 
predecessor did, before my company ap- 
plied for membership in 1934, and I 
did before I later took on the responsi- 
bility of membership in A.R.E.’s gov- 
erning body, quaintly known as the 
‘Advisory Committees.” 

Let's see, briefly, how reciprocal in- 
surance operates. 

When a company is admitted to mem- 
bership in A.R.E. it agrees to under- 
write the risks of the other members 
(though not its own) up to a fixed limit 
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LIFE INSURANCE ASSETS EXPANDING 


The assets of life insurance companies have expanded at an 
annual rate of nearly $3.5 billion in the three years since the end 
of the war, according to the National Industrial Conference 
Board. This is “well in excess” of the $2.8 billion annual incre- 
ment obtaining from the beginning of 1941 to the end of 1945. 
Both these war and postwar rates are greater than the asset ac- 
cumulation rate of any past period, the Board finds. 

“During the war, the accumulation of United States Govern- 
ment obligations was actually greater than the increase in total 
assets—$14.7 billion against $14.0 billion. While mortgages and 
securities of business and industry increased, real estate and 
policy loans declined about $2.3 billion.” 

Since the war's end, life insurance companies have added 
about $9 billion to their holdings of business securities and ac- 
quired $4.0 billion of mortgages while reducing their holdings of 
United States Government obligations by a little more than $3.6 


billion. 


which represents only a modest fraction 
of its net worth. 

It pays a premium comparable with the 
rates charged by conventional insurance 
carriers. Against that credit, it is debited 
only with its pro-rata share of any losses 
incurred and its pro-rata share of the 
only overhead involved: the employ- 
ment of a corporate manager to act for 
it and the other members and to pro- 
vide a service devoted not to selling, 
but to servicing—helping each member 
minimize the hazards to his property 
and collecting, in event of loss, quickly 
and fairly. 

The savings that result are passed on 
to the member. 


Bi t—and here is where the factor of 
safety is emphasized—75 per cent of 
each new member's savings are credited 
to him but held in reserve until his ac- 
count represents a reserve fund of about 
six times his annual premium. There- 
after he gets all of his savings each year. 

Further, all of A.R.E.’s reserves are 
invested entirely in bonds of the United 
States and Canada, except for nominal 
percentage invested in the stock of Arex, 
the casualty affiliate 

Thus the intrinsic strength of recipro- 
cal insurance, as provided by A.R.E., is 
in the reserves that have been built up 
over the years since 1881 and are an- 
chored in the guaranteed promises of 
the two democracies of North America 
to pay the owners of their bonds at par. 

By this policy A.R.E. was able to 
weather with relative ease the periodic 
panics of the ‘80's, ‘90's, and early 
1900's. It let A.R.E. take in its stride the 
great Baltimore fire, the San Francisco 
earthquake and fire, the economic de- 
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bacle of 1929-32, each catastrophe serving 
to reprove its inherent strength in operat- 
ing practice and in reserve accumulation 
and investment. 

In 1948 A.R.E. set a new high in fire 
insurance and allied lines, with some 
$2 billion in force. Loss ratios are con- 
siderably lower than the average for the 
country, due, of course, to the especially 
preferred risk character of the proper- 
ties insured and the excellent preventive- 
engineering service provided members 
by its Manager and Attorney-in-fact. 

The Manager and Attorney-in-fact is 
Ernest W. Brown Inc., which is now 
entering its thirty-first year of steward- 
ship. 


3. “How about assessment liability?” 

This question is an inevitable corol- 
lary to the previous question, ‘How can 
I save with safety?”, for anyone who 
takes the trouble to read the text of the 
so-called ‘Subscriber's Agreement’ which 
is the charter and by-laws of the A.R.E. 
“club.” 

The text contains a provision that, in 
the event of excessive losses in any year, 
each member may be assessed in a maxi- 
mum amount of ten times his annual 
premium. 

I, for one, looked at that carefully, 
but when I got out pencil and paper I 
found that the maximum liability would 
be little, if any, more than is automati- 
cally assumed in an ordinary credit risk. 

Moreover, I found that all during the 
two-thirds of a century since A.R.E. was 
formed, not one assessment has ever 
been made, not even when it was sub- 
jected to the shocks to our economy, al- 
ready mentioned, that occurred in its 
youthful years. 

But I am more interested in the future 
than in the past. So I considered another 
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safeguard. This lies in the fact that every 
risk of A.R.E.’s members is re-insured 
through Lloyd’s of London, to which 
even the biggest of the insurance com- 
panies all over the democratic world 
look for final protection of their obliga- 
tion to policy holders. 


4. “How much can you expect in sav- 
ings with safety?” 

The founders of A.R.E. enjoyed, a 
half century or so ago, savings from 50 
per cent to 75 per cent. That, of course, 
was in the days when insurance rates 
were higher, costs lower, and private 
enterprise was more popular and less 
complicated than is the case today. 

But even this year savings are averag- 
ing, for the preferred risk Exchanges un- 
der the A.R.E. tent, comfortably over 
one-third—and there 7s a story in that. 

Although A.R.E.'s largest savings are 
realized on ‘“‘sprinklered-and-guarded”’ 
risks, its component parts are so organ- 
ized that a member may also enjoy sav- 
ings on his less preferred risks. One of 
the Exchanges underwrites risks that are 
good, but not “preferred” enough to be 
acceptable to the others. 


5. "What 
member ship?” 

That has already been answered. 
A.R.E. is a “club.” As the Bible says, 
‘Many are called but few are chosen.” 
Reciprocal insurance through A.R.E.- 
like Heaven—is open to all who can 
qualify, but its governing board and 
Manager stand, as St. Peter is said to 
stand at the gates of Heaven, to make 
sure that the applicant, whether invited 
or self-proposed, does qualify! 


determines eligibility to 


Ir I have not over-run the space the 
Editor has allotted me—and if readers 
have followed this far—let me conclude 
with these thoughts: 

Every man responsible for his com- 
pany’s insurance program should te- 
examine risks and coverage in the light 
of today’s high repair and replacement 
costs. 

He should re-examine coverage in 
terms of cost. When the average break- 
even point of business generally is about 
double that of a decade ago, ‘‘a penny 
saved is a penny got” for stockholders 
and expansion. 

He should look with an open mind at 
all old and new opportunities to obtain 
for his company better coverage at less 
cost, even though boon companions at 
the table and on the tee may be insurance 
men. 

If, after he does these things, he still 
doesn’t want to apply for reciprocal in- 
surance, I'll still take my hat off to him. 
For insurance is something to bay, not to 
be ‘‘sold on’’—especially if you are a 
controller! 
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What's Wrong with the Market! 

While everything else is inflated, the common stock mar- 
ket is out of gear, in the opinion of many observers. 

Discussing the problem of developing interest in common 
stocks, before a recent meeting of the Kansas City Control 
of the Controllers Institute, Robert V. Horton of the New 
York investment firm of Goldman, Sachs & Company de- 
clared that investment bankers had been stodgy and had not 
done well in the field of public relations. As a choice, Mr. 
Horton declared, he would prefer broader understanding 
by the public of the meaning of investment in American 
business rather than changes in the tax laws. 

He criticized the ‘complicated and fussy” annual re- 
ports and statements issued by many business firms and left 
no doubt that he thought such reports discouraging to 
people who are potential investors in common stocks. “‘Busi- 
ness reports,” he said, ‘should be simple, direct and with- 
out gaudiness. They should be developed on a man-to-man 
basis but without glossing over the bad things.” 


Power and Productivity 

How great is the dependence of a nation’s economy on 
electric pou er? 

Studies recently completed in England show that even 
before the war Great Britain and other Western European 
countries were under-mechanized, compared with the 
United States, and had correspondingly low industrial pro- 
ductivity per head of working population. As a rough esti- 
mate, this productivity in the United States before the war 
was about twice that in Great Britain, while horsepower per 
head of working population also was about double. Between 
1938 and 1947 this country’s productivity per man in manu- 
facturing industries increased 27 per cent. In most of 
Europe, however, it is still below the prewar level. 

Glancing at the figures for electric consumption in this 
country, we note an increase of about roo per cent in the 
same decade while in Europe, excluding Germany, the in- 
crease was about 50 per cent and that increase was achieved 
abroad only by extreme pressure, The New York Times 
notes, on the very inadequate amount of generating plants 
available. 


She Merchandises Men 

Something new 1s a/ways being added. 

In New York, for example, the originator of a job 
resumé service recently celebrated her third anniversary. 
If you, like us, are a bit in the dark as to such a service, here 
is what we learned 
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Based on the principle that few people know how to 
merchandise themselves, this specialist edits and restyles 
presentations about job candidates, also edits job letters. 

The business is conducted entirely by mail and has 
served a number of executives in salary brackets ranging 
from $5,000 to $25,000. 


Retained Profits Major Source of New Funds 

The increased importance of retained corporate profits 
as the major source of new investments is indicated in the 
chart below, released by The Cleveland Trust Company in 
a recent issue of its ‘Business Bulletin.” It will be noted 
that in 1946 retained profits were 27 per cent of all sources. 
The following year they made up 37 per cent and in 1948 
constituted 43 per cent of new investment funds. 

Adding depreciation charges, the bank finds that 62 per 
cent of all funds were obtained from these two sources in 
1948 and that a decline took place in the relative amount 
secured from other internal operations, which include prin- 
cipally the net changes in cash, government securities 
owned, and trade accounts payable. 

External financing, it is noted, has contributed only a 
little over 25 per cent of the total throughout the postwar 
years. Within that area a large relative gain in net new bond 
issues has occurred. The proportion of funds obtained from 
venture capital in the form of new stock issues has been 
small, indeed, reflecting in part the general lack of investor 
interest and incentives. 
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‘Twas Ever Thus 

East is East and West is West—but nowhere do tax 
gatherers rest. 

Once upon a time in the Indian principality of Lakhtar a 
tax of eight annas was levied upon all the residents thereof. 
The tax was to defray the upkeep costs of the official cere- 
monial elephant. In neighboring Sayla there was a like levy. 

Years ago, reports The Wall Street Journal, both elephants 
died, and with changing times and customs they were not 
replaced. But people were accustomed to the tax and the 
princely treasuries could find other uses for the funds. So the 
residents continued to pay their annual annas. 

Lakhtar and Sayla have now been swallowed up in the 
Saurashtra Union, where there are no ceremonial elephants 
either. Saurashtra has just raised the elephantine tax by one 


rupee. —PAUL HAASE 
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Local Governments Turn to 


Income Taxes 


Faced with higher costs and rising ex- 
penditures, local governments are turning 
to sales, income, admission, and other 
taxes, according to an analysis of local 
taxation trends by the National Industrial 
Conference Board. 

A new pattern of local 
emerging from a broadening of the tax 
base to include a number of nonproperty 
taxes. One development in this movement 
has been the spread of income taxes on 
the local level. 

The income base had generally been 
considered unsuitable as a local tax, says 
the Board. Today, however, a number of 
our cities and other localities are deriving 
substantial revenue from this source. The 
future may find that the income tax has 
been developed to an even greater extent 
in the search for additional income. 

Municipal taxes, the analysis points 
out, have been variously labeled as pay- 
roll income, wage, earnings, and earned 
income taxes. The first such tax put into 
operation was the Philadelphia levy which 
became effective January 1, 1940, follow- 
ing the invalidation of a previous income 
New York City had enacted an or- 


finances 1s 


tax 


dinance in 1934 which called for a tax 
of 15 per cent of the tax paid to the Fed- 
eral Government. It however, re- 
pealed before put into operation. Since 
the end of the war the payroll income 
tax has been adopted in a number of 
cities: Toledo, Columbus, Youngstown, 
Springfield, and Dayton, O.; St. Louis, 
Mo.; Louisville, Ky.; and Altoona, Johns- 
town, Erie, Carbondale, Scranton, New 
Castle, Sharon, Jeanette, and Monessen, 
Pa., for example 

The Dayton tax became effective on 
April 1, 1949. [The Dayton Control of 
the Controllers Institute of America aided 
in the drafting of this bill. See the April 
issue of THE CONTROLLER, Page 193.] 

In addition, more than 140 other local 
units in Pennsylvania, including bor- 
oughs, school districts and townships, 
have enacted income tax ordinances. 

The income tax has been con- 
sidered in such cities as Akron, O.; Dear- 
born, Mich.; Madison, Wisc.; Minne- 
apolis, Minn.; and San Francisco, Calif. 
The Minneapolis proposal was rejected 
in 1947 after having been submitted to a 
referendum. 


was, 


also 
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In general, the provisions of the exist- 
ing municipal payroll income taxes are 
similar. In certain respects they differ 
from the federal and state income levies. 
The local taxes apply to gross wages, 
salaries, compensation, etc. They are not 
graduated but are imposed at a flat rate. 
Except for one city—Springfield, O. 
no provisions are made for any exemp- 
tions. Employers are the collecting agents 
for the tax on their employes’ wages and 
salaries, being required to withhold the 
tax through payroll deductions and to re- 
mit these amounts to the city. 

The net profit of corporations are tax- 
able with the exception of Philadelphia 
and the other Pennsylvania localities. 
Here the state levies a corporate income 
tax and the local governments cannot tax 
sources already taxed by the state. In all 
cases the tax applies to the net earnings 
of unincorporated business. Where the tax 
on wages and salaries is not withheld, as 
with professional income, returns have to 
be filed. 

The municipal income tax attempts to 
tax non-residents as well as residents of 
the locality. Non-residents, individuals, 
corporations, and other businesses are 
taxed on the earnings arising within the 
city. 

The Board found that at present there 
is no rate exceeding 1 per cent. When 
first enacted, the Philadelphia tax was 
levied at 114 per cent, but was lowered 
to 1 per cent in December 1942. 

State legislation has permitted the 
adoption of the municipal payroll income 
taxes in all the above cases excepting the 
Ohio cities. In Ohio there has been no 
specific authorizing state legislation. In 
that state the local income taxes have been 
based upon the home rule provisions of 
the state constitution. 

Philadelphia was able to levy an in- 
come tax under a 1932 state statute, the 
Sterling Act, which permitted cities of 
the first and second class to levy a tax 
on trades, occupations, personal property, 
etc., not taxed by the state. The rash of 
income and other taxes recently adopted 
by numerous Pennsylvania localities, says 
the Board, is based on the now famous 
Act 481 passed by the legislature in 1947. 
This act permits most of the local gov- 
ernments the power to tax ‘virtually 
every source of revenue not utilized by 
the state.” 

After the first St. Louis income tax, 
enacted in 1946, was declared unconsti- 
tutional by the State Supreme Court in 
June 1947, the legislature passed special 
enabling legislation which permitted the 
city to reimpose the tax. The present tax 
became effective August 31, 1948. The 
Louisville tax, adopted in May 1948, was 
based on a 1948 act of the state legisla- 
ture which extended broad licensing 
powers. ‘Technically the Louisville tax 
is an occupational license tax based on 
payrolls and net profits.” 
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18th Annual Meeting Plans Under Way 


Plans for the technical sessions and 
other events at the 18th Annual Meeting 
of the Controllers Institute of America— 
in San Francisco, September 25-28, 1949 

are well advanced, according to recent 
announcements by General Chairman 
Wm. Herbert Carr, Vice President and 
Treasurer of California Packing Corpora- 
tion, and Program Chairman Ralph B. 
Knott, Controller of Fibreboard Products, 
Inc. 

The 1949 Annual Meeting is being 
sponsored not only by San Francisco but 
also by the Los Angeles, Seattle, and Port- 
land Controls. It is the first Annual Meet- 
ing of the Controllers Institute ever held 
on the Pacific coast. 

Among the speakers already announced 
for the Meeting are Almon E. Roth, law- 
yer, and president of the San Francisco Em- 
ployers Council; Clinton S. Golden, labor 
advisor to the Economic Cooperation Ad- 
ministration; and Professor Robert Gray 
of the California Institute of Technology. 

They will address the session Monday 
afternoon, September 26, on ‘‘Labor-Man- 
agement Relations.’’ Mr. Roth will repre- 
sent management, Mr. Golden will repre- 
sent labor, and Professor Gray will repre- 
sent the public interest. 

Mr. Golden is a vice chairman of the 
board of trustees of the National Planning 
Association and chairman of its labor 
committee. He has served in bygone years 
as a vice president of the United Steel 
Workers of America and as vice chairman 
of both the War Production Board and 


the War Man Power Commission. A co- 
author of the ‘The Dynamics of Industrial 
Democracy,” he served late in 1946 as 
lecturer on industrial relations at the Har- 
vard Graduate School of Business Admin- 
istration. 

The Tuesday morning session will 
have as first speaker Dr. Clifford Maser 
of Oregon State College, who will dis- 
cuss “The Educational Background for 
Controllership.” Second speaker of the 
morning will be J. P. Margeson, Jr., Ex- 
ecutive Vice President of International 
Minerals & Chemical Corp., Chicago, 
whose subject will be “The Controller— 
Key to Profits.” 

At the Tuesday afternoon session 
Frank Wallace, partner of McKinsey & 
Co., Chicago, will discuss ‘Developing 
Cost Consciousness,” and Roderick Ol- 
zendam, counselor in industrial and 
public relations, Tacoma, Wash., will 
consider “We the People and the An- 
nual Report of Industry” 

Luncheons are scheduled daily, Mon- 
day through Wednesday, and the Com- 
mittee has announced that acceptance has 
already been received from Stanley S. 
Surrey for the Wednesday luncheon. Early 
announcement will be made regarding the 
Monday and Tuesday luncheons, as well 
as the banquet on Tuesday. 

Industry Conferences in a dozen fields 
are now being arranged by Dudley E. 
Browne, Comptroller of Lockheed Air- 
craft Corporation. An early release from 
the individual chairmen of the Industry 
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Conferences, regarding program plans, is 
expected. 

A highlight of the 1949 Annual Meet- 
ing will be the special dinner and enter- 
tainment scheduled on Monday evening 
for those attending the Annual Meeting 
and their guests. The Executive Commit- 
tee for the Meeting has cordially invited 
the wives of Institute members to partici- 
pate at this function on Monday evening, 
and other plans for the entertainment of 
members’ wives are now being developed 
by a special committee under the chair- 
manship of Mrs. Ralph Wamser, wife of 
the president of the San Francisco Control. 

Also featured will be a reception for 
members on Sunday afternoon, as well as 
the Annual Meeting of members of the 
Institute which will be held on Monday 
morning. 

The Executive Committee for the 1949 
Annual Meeting includes the following: 


General Chairman, Wm. Herbert Carr, 
California Packing Corporation ; 

Vice Chairman, H. R. Lange, Cutter 
Laboratories, Berkeley, Calif. ; 

Industry Conferences Chairman, Dudley 
E. Browne, Lockheed Aircraft Corpora- 
tion, Burbank, Calif.; 

National Office Representative, Paul 
Haase, Controllers Institute of America, 
New York City; 

Program Chairman, Ralph B. Knott, 
Fibreboard Products, Inc. ; 

Finance Chairman, O. T. Jones, Ameri- 
can Trust Company ; 

Publicity Chairman, Wilson K. Minor, 
Standard Oil Company of California; 

Arrangements and Housing Chairman, 
Wagner J. D'Alessio, California Casualty 
Indemnity Exchange; 

Business Show Chairman, V.L. Thomas, 
Moore Business Forms, Inc., Emeryville, 
Calif. ; 

Entertainment Chairman, John R. Lav- 
inder, Encinal Terminals, Alameda, Calif. ; 

Reception Chairman, T. Gartrell, Gen- 
eral Metals Corporation, Oakland, Calif. ; 

Speakers Hospitality Chairman, Victor 
G. Gendron, Crown Zellerbach Corpora- 
tion; 

Registration Chairman, W.T. Wersch- 
kull, The San Francisco Bank; 

Inter-Control Attendance and Trans- 
portation Chairman, Guy P. Jones, Con- 
solidated Chemical Industries, Inc. 


Also serving on the Executive Commit- 
tee are the president of the San Francisco 
Control, Ralph C. Wamser, Cosgrove & 
Company, Inc.; the Control’s vice presi- 
dent, L. R. Boling, Oliver United Filters, 
Inc., Oakland; and the Control's secre- 
tary, W. T. McGillivray, California Pack- 
ing Corporation. H. D. Holcomb, also of 
California Packing Corporation, is serv- 
ing as secretary to the Committee. 
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“It's awfully thoughtful of you, dear, to take out an 
insurance policy for me in case something should happen 
to you, but suppose nothing happens to you?” 
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Repair or Replace 
Insurance 


(Continued from Page 278) 


insurance Clause when coverage is on a 
cash value basis, but it was deemed an 
essential requirement for replacement 
liability in order to assure adequate 
premium to pay losses on this higher 
level of valuation. 

In determining the need for Replace- 
ment Insurance on your properties con- 
sideration should be given: 

1. If the property is destroyed is there 
a cash fund available which manage- 
ment desires to use to pay the excess of 
the amount necessary to replace the 
plant over the insurance recovery on an 
actual value basis? Although it is com- 
mon for industrial organizations and 
some others to charge off depreciation 
in balance sheets, these reserves are 
rarely available as cash funds when the 
emergency arises. 

2. Are business conditions such that 
a replacement of the property to be in- 
sured can be carried out on a second 
hand basis? It is possible there will be 
less demand for replacement insurance 
during periods of depression when ex- 
cess manufacturing facilities and equip- 
ment are available at insurable value 
prices. 

3. What is the amount of deprecia- 
tion on the insured property, as meas- 
ured by an engineer? Is it the policy of 
your company to insure against losses of 
this magnitude? 

In conclusion, it is our belief Repair 
or Replace Insurance protection is 
sound, it is a desirable form of insur- 
ance, it will protect and advance the in- 
terests of our members for the common 
good, and it is not against the public 
interest. 


“Operation Productivity” 


Progresses 

“Operation Productivity,” initiated re- 
cently by the Labor Relations Institute, 
New York, has been successfully envel- 
oping a wide variety of industries in its 
three-pronged attack on the productive 
efficiency of top management, foremen, 
and rank-and-file workers. 


been systematically covering every aspect 
of labor relations policy and practice in 
order to provide member companies with 
the necessary guideposts on which to 
“peg” their own campaigns to increase 
productivity. 

Such subjects as time waste, working 
conditions, simplified methods, in-plant 
gambling, office procedures and absen- 
teeism have been thoroughly discussed in 
Practical Methods in Labor Relations, the 
Institute’s three-times-a-month report. 
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Foundation’s New President Addresses 
Montreal Control on Research Program 


The extensive program of original re- 
search now being undertaken by the Con- 
trollership Foundation, together with the 
close relationship and teamwork now be- 
ing developed between that body and the 
Institute, was the subject of a recent ad- 
dress by the newly elected president of 
the Foundation, Edwin W. Burbott, Vice 
Chairman of the Board of the A. B. Dick 
Company, Chicago. Addressing the mem- 
bers of the Montreal Control on May 11 
in the Mount Stephen Club, Mr. Burbott 
told how the Foundation is moving to- 
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ward its original objective as the research 
arm of the Institute. 

“When the Foundation was incorpo- 
rated in 1944 under the sponsorship of 
the Institute,’ Mr. Burbott explained, “it 
was described in the articles of incorpora- 
tion as ‘a corporation for administering 
funds for the furtherance of the arts and 
sciences in controllership, through re- 
search, and for the betterment of business 
procedures.’ It was my honor, during that 
year, to be serving as national president 
of the Institute, and I well recall the cir- 
cumstances which surrounded the birth of 
this new Foundation. We saw in it the 
realization of our long-felt need for a 
consistent program of extended studies in, 
and related to, the field of controllership 

-which would make it possible for the 
Institute to meet its self-imposed obliga- 
tions to its membership and to the na- 
tional economy.” 

From the time the Institute was 
founded in 1931, Mr. Burbott pointed 
out, it was continually called upon by 
business, government agencies, and uni- 
versities throughout the United States to 
give expert advice and conduct impartial 
research in the wide field of controller- 
ship and financial administration. 

“This involved work on a larger scale 
than could be financed by the limited re- 
sources of the Institute,” the speaker said, 
‘and the directors of the latter concluded 
that a separate entity was needed to sup- 
plement Institute activities. They visual- 
ized an independent research arm, which 
would have factual information as its end 
product. It would be impartially directed, 
but would draw upon the wisdom and 
experience of the members of the Institute 

-a resource which no other research or- 
ganization could equal in that field. 

“We realized then that the cost of this 
research and the publication of the find- 
ings could not be met by the Institute's 
budget. Furthermore, the Institute was 
reluctant, under its established policy, to 
accept and administer funds over and 
above membership dues. The founders 
also feared that research and the develop- 
ment of new ideas might be lost or side- 
tracked under the pressure of immediate 
operating concerns. So the separate cor- 
poration was formed—independent in its 
research pursuits, but in every other way 
subsidiary to and a part of the Controllers 
Institute. 

“The administration and activities of 
the Foundation and the Institute are now 
being unified. Here are some of the ways 
in which this coordination and unification 
have been worked out: 

“The trustees of the Foundation are ap- 


pointed by the board of directors of the 
Institute, who also have the power of re- 
moval. The boards of both organizations 
hold joint meetings whenever feasible. 
The directors of the Institute receive min- 
utes of the meetings of the Foundation’s 
trustees; ten committees of the Institute, 
comprising both the Government Contact 
Group and the Education and Information 
Group, have been designated as advisory 
committees of the Foundation, with the 
added privilege of requesting research. 
Representatives of these committees will 
be invited to attend future meetings of the 
board of trustees and to join in discus- 
sions of contemplated research studies.” 

In addition, Mr. Burbott made plain, 
members of the Institute are being asked 
to help select research projects and guide 
the work of the Foundation. He told how 
prospectus sheets covering eight likely 
projects had been mailed out to more than 
300 Institute members who requested 
them, resulting in much valuable informa- 
tion regarding the need—or lack of need 
—for particular undertakings. The staffs 
of the two bodies coordinate their efforts 
to the economic advantage of both or- 
ganizations, the speaker added, and the 
library of information on problems of 
controllership and financial administra- 
tion which the Foundation is building will 
shortly be offered to all Institute members 
as an additional service. 

“At this time,” Mr. Burbott empha- 
sized, ‘the Foundation and the Institute 
are separated only in the handling of 
their funds. As originally conceived, 
Foundation funds are used solely for re- 
search—exploration, production and dis- 
tribution of findings. The administration 
expenses are small.” 

The speaker reviewed the various re- 
‘sage and projects completed in the past 
y the Foundation, including the new 
book on “Controllership in Modern Man- 
agement,” just published by Richard D. 
Irwin, Inc., Chicago. He reported in de- 
tail on other projects which have been 
started for completion during the current 
year—a study of “Job Description and 
Evaluation for Jobs in the Controllers’ 
Department”; another on “Cost Reduc- 
tion and the Break-Even Squeeze,” which 
will be published in early September. 
Work has also been started, he advised, 
on case history material about actual con- 
trollership problems, to be made available 
to schools of business administration, as 
well as on an educational aid service in- 
volving the preparation and lending of 
slides, films, wall charts, and other ma- 
terial. 

Mr. Burbott reported good progress 
with the membership plan being con- 
ducted under the direction of Daniel M. 
Sheehan, Controller of the Monsanto 
Chemical Company, St. Louis, announc- 
ing that membership had passed the 200 
mark and that total funds received up to 
May 10 were $63,450. 
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with the printed tape. 
There's no re-running to 
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with automatic printed 
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electric adding machine. 
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the 10-key “hand-span” key- 
board. Eyes concentrate on 
the work sheet as fingers fly 
over the logically placed nu- 
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ONLY ine Remington Rand Printing Calculator gives 
you automatic printed proof, two machines in one and 
the extra speed of 10-key touch control operation. 





@ Before you buy ... be sure to try the automatic 
Printing Calculator on your own figure prob- 
lems. Just call your nearby Remington Rand 
representative, or write to Remington Rand Inc., 
Dept. CR-6, 315 Fourth Avenue, New York 10. 


the new Reminglon Rand automatic Printing Calculator 





New Trails in Depreciation Thinking 
Blazed at Cleveland Conference 


J. B. INGLIS 


Conway 


M. R. GAINSBRUGH 


Depreciation, social security and fed- 
eral tax administration highlighted the 
program of the Midwestern Spring Con- 
ference of Controllers, in Cleveland, May 
1-3, the second regional gathering of the 
Controllers Institute to be held in that 
city. 

From the first welcoming remarks by 
Ralph H. Smith, president of the Cleve- 
land Control, who is Controller of The 
Cleveland Electric Illuminating Company, 
to the final adjournment on Tuesday after- 
noon, the Conference was deemed an 
unqualified success by all participating. 
Technical sessions and other functons 
were well attended, and many expressions 
of satisfactions over the nature and con- 
tent of the program were conveyed to the 
sponsoring Control and the hard-working 
Cleveland members who assisted General 
Chairman Thomas J. Tobin, Comptroller 
of the Erie Railroad, and Program Com- 
mittee Chairman George R. Herzog, Vice 
President and Cashier of the Union Bank 
of Commerce. 

New trails were blazed in depreciation 
thinking by the two nationally known ac- 
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H. T. McANLY 


FRED V. GARDNER 


AMONG THE SPEAKERS .. . 


countants who spoke on "Depreciation 
Policy When Price Levels Change’ at the 
opening session. John B. Inglis, partner 
in Price, Waterhouse & Co., New York, 
told how companies in Great Britain, 
Canada, and Sweden are now permitted 
by their national tax authorities to ac- 
celerate depreciation, and advocated simi- 
lar measures here, without departing from 
original cost as a basis for depreciation 
charges. His companion in the sympo- 
sium—H. T. McAnly, partner in Ernst & 
Ernst, Cleveland—suggested that both 
the depreciation problem and the other 
forms of capital impairment due to in- 
flation be overcome by allowable in- 
creases in reserves directly keyed to fluc- 
tuations in the purchasing power of the 
dollar. 

Pointing out that construction costs 
since 1938 have increased approximately 
100 per cent, Mr. Inglis drew a compari- 
son between the present situation and that 
which prevailed after World War I, and 
reminded his audience of the write-ups 
and write-downs which took place during 
the 1920-30 period. Noting the declines 
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now being registered in commodity prices, 
and remarking that restatement in France 
a year ago was due to a 900 per cent in- 
crease in the construction index there, 
Mr. Inglis said, ‘In my opinion, inflation 
has not reached the point in this country 
where it should be necessary to restate 
properties based on current price levels. 

“T think it is very doubtful,’ the 
speaker continued, “whether it would be 
possible to get recognition for tax pur- 
poses of depreciation on current costs. On 
the other hand, I feel it is possible that 
Congress might permit larger charges for 
depreciation in the earlier years of the 
life of an asset as long as depreciation 
continues to be based on original cost. It 
is interesting to note that in Canada, 
Great Britain, and Sweden for income tax 
purposes additional depreciation allow- 
ances are made in the earlier years of the 
life of an asset. 

“In Great Britain, since 1944, special 
depreciation allowances have been granted 
on expenditures made on or after April 
16, 1946. On machinery an initial allow- 
ance of 20 per cent is made in the year 
in which the expenditures are made. In 
its recent budget the Labor Government 
increased this initial allowance to 40 per 





cent after April 6, 1949. 

“In Euan a taxpayer is permitted to 
take special depreciation on assets built or 
acquired during the period from Novem- 
ber 1944 to March 31, 1948. On these 
facilities the taxpayer could take no more 
than double nor less than half normal 
depreciation from year to year until 80 
per cent of the cost was absorbed, the 
balance to be written off at the normal 
rates. 

“In Sweden, since 1938, corporations 
are permitted to take depreciation in ac- 
cordance with the write-off made in their 
books. If in any year there is a loss, the 
company may decide not to take deprecia- 
tion in that year, but to make the deduc- 
tion when profits arise later. Similarly, 
a company may for economic reasons ac- 
celerate its depreciation of certain assets. 
If an asset is estimated to have a service 
life of more than three years, the whole 
cost may be deducted in the first year.” 

Mr. Inglis described various methods 
of accelerating depreciation which are 
now being used by American companies, 
notably in the steel industry, but advised 
that not all of them are presently allow- 
able for federal tax purposes. 

“However,” he concluded, “It is pos- 
sible that if corporate taxes are increased, 
industry could make a good case for de- 
preciation charges on some of these bases 
for tax purposes. If enough companies 
adopted such bases, it is possible that 
recognition might have to be given them 
for tax purposes, and labor might be in- 
duced to accept accelerated depreciation 
charges based on actual cost.” 

While accepting acceleration as “a tem- 
porary expedient in a few specialized 
cases where the necessary conditions pre- 
vail,’ Mr. McAnly observed that “the 
mere fact that recent additions acquired 
at fairly high price levels are being amor- 
tized over a fairly short period does not 
give any consideration for the basic need 
of providing for the replacement of assets 
which are wearing out and which were ac- 
quired in earlier years. What is needed, 
above all else, is a recognition of the 
change in the purchasing power of all 
funds being recovered in depreciation. 
Any method used to determine only the 
annual quantity of cost to be written off 
falls short of this mark. No maiter what 
method of cost write-off is employed, the 
cost written off should be adjusted to the 
current purchasing power of the dollar in 
orde: to make proper provision for con- 
tinuous operation without capital im- 
pairment. 

“Stated in simplest terms,’ the Ernst & 
Ernst official declared, “we need a yard- 
stick or index to measure the change in 
purchasing power of funds recovered 
through depreciation and a tax policy 
which takes this changed purchasing 
power into consideration. Basically, this 
could be attained by having a govern- 


ment agency publish an overall index 
covering the approximate changes in the 
purchasing power of the dollar during 
the past 40 or 50 years. This index could 
be used by all taxpayers to adjust the an- 
nual cost depreciation provision as com- 
puted on the basis in use by the specific 
company—whether straight-line, dimin- 
ishing balance, production method, or any 
form of accelerated basis—to determine 
an additional amount to be allowed as a 
tax deduction. This additional amount 
would represent a reserve to prevent capi- 
tal impairment of a going concern, and 
would not be credited as accrued deprecia- 
tion against the cost of the assets. The 
index would be used to determine an ad- 
justment of the dollar value of the ac- 
ceptable quantity of depreciation for the 
year as expressed on a cost basis. 

“Such recognition of additional depre- 
ciation to cover the decline in the pur- 
chasing power of the funds thereby re- 
covered is a realistic approach in the 
determination of income which is actually 
available for operations.” 

Current social security problems were 
the subject of a panel discussion led by 
Thomas L. Evans, chairman of the Insti- 
tute’s national Committee on Social Se- 
curity, now on leave from the treasurer- 
ship of J. N. Adam & Company, Buffalo. 
The panel members were George E. 


Bigge, Director of Federal-State Relations 
of the Federal Security Agency, and 
Stanley Rector, Legislative Director of 
Unemployment Benefit Advisors, Inc., 
both of Washington. Mr. Bigge sup- 
ported the present moves to widen and 
increase social security benefits, while Mr. 
Rector questioned whether the country 
can afford to take such steps. 

“Some of us are appalled,” Mr. Bigge 
admitted, “at the costs of some of the 
existing and proposed programs. But in 
the main the costs of unemployment and 
disability and old age and death and poor 
health are with us now. The loss is al- 
ready there. Part of the cost is now borne 
by relatives and friends, an increasing 
part by employers, and some by public 
and private charity. Social security merely 
represents a systematic method of meeting 
the cost as a regular part of our eco- 
nomic activity.” 

Union demands for pensions and other 
benefits tend to shoulder the entire cost 
on the employer, the speaker indicated. 
“Besides being expensive, such plans 
make it increasingly difficult to make the 
adjustments which will undoubtedly be 
necessary if we are to have anything like 
full employment in the years ahead,” he 
warned. “No individual employer—and 
no single industry—can reasonably be ex- 
pected to provide continuous employment 
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or income for any given number of 
workers. 

“If, on the other hand, all employers 
and all workers cooperate in a single 
system of contributory insurance, then 
every employer and every worker will be 
completely free to come and go and do as 
he pleases. The worker will get benefits 
on the basis of all his earnings, every- 
where, whether he has worked for one 
employer or a dozen. The employer will 
pay his contributions on whatever payroll 
he has and be free to make adjustments as 
needed, without jeopardizing the security 
of his employes.” 

Mr. Bigge outlined the proposed lib- 
eralized program, including health and 
disability insurance, and estimated its 
overall cost at 12 to 13 per cent of pay- 
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rolls, divided between workers and em- 
ployers. 

In rebuttal, Mr. Rector cited the Fed- 
eral Security Agency's own estimates to 
show that the expanded social security 
program, including health insurance, dis- 
ability and unemployment compensation, 
would amount instead to approximately 
20 per cent—not including the $4 billion 
annual cost of the maintenance of hospi- 
tals and surgical centers and medical 
training facilities. 

“There is a Federal Security Agency 
estimate,” he said, “of $187 billion of 
covered payroll as of the year 1999-2000. 
Applying the 20 per cent of payroll figure 
to this estimate of payroll, we have the 
sizable sum of $37.4 billion, which is 
close to the present total federal budget. 
As a single item in this amount, it is esti- 
mated that by the year 2000 some 27 
million individuals, aged 65 and over, 
will be drawing retirement benefits in ex- 
cess of $20 billion. 

“So when we pursue the path of esti- 
mating eventual dollar cost, we arrive at 
rather incomprehensible figures. Nor can 
one with any certainty estimate the con- 
tinuing effect of these stupendous sums 
on the development of our economic and 
political institutions. The only answer in 
a democracy to the query, ‘How much 
social insurance?’ is ‘How much are the 
beneficiaries, knowing the cost through 
direct taxes, willing to pay for? In this 
manner we determined the direction of 
our economy in other fields, and it must 
be applied to social insurance as well.” 

The need for “examining rather closely” 
the administration of the federal tax 
laws and the qualities of the administra- 
tive officers was emphasized at the Con- 
ference banquet by the first Chairman of 
the U. S. Board of Tax Appeals, now the 
Tax Court of the United States—Charles 
D. Hamel, who is now a member of the 
Washington law firm of Hamel, Park & 
Saunders. 

“The complexity of our tax structure 
has more than kept pace with the increas- 
ing revenues obtained through it,” Judge 
Hamel observed. “The long series of 
loophole-plugging provisions on the one 
hand and relief provisions on the other 
has created a body of tax law which even 
the tax experts cannot fully comprehend. 
The administrative officers have found 
that it is easier to effect a change in the 
tax laws through administrative rule and 
court decisions than by legislative amend- 
ment. Particularly is it easier to change 
the law the way the administrative agen- 
cies want it changed. 

“By cultivated litigation the natural de- 
velopment of the tax laws is being 
thwarted and the course of the tax laws 
is being made to flow in somewhat atti- 
ficial channels by a series of calculated 
regulations and rulings and by a careful 
selection of the cases to be litigated. Too 


often this policy has been dictated by the 
dollar amount of revenue involved rather 
than the long-range objective develop- 
ment of our tax laws. 

“In the field of reorganization and 
liquidation of corporations no one can 
calculate the number of injustices and 
hardships which have arisen solely be- 
cause of the changes both in the law and 
in the administrative rulings. It is an 
extremely serious matter for long-range 
corporate policy to be based upon an 
apparently stable and generally accepted 
interpretation of the law when the danger 
of an upset is so ever-present. 

“The tax laws, in my opinion, should 
follow the growth and development of 
legitimate business practices and should 
not undertake to break and bend business 
customs to conform to artificial tax con- 
cepts. Following such a course would in 
no way impair the revenues or increase 
administrative difficulties: on the con- 
trary, it should reduce controversy and 
bring a much greater degree of stability 
and consistency into the tax field.” 

Martin R. Gainsbrugh, Chief Economist 
of the National Industrial Conference 
Board, New York, warned against con- 
sumer insistence upon excessively low 
prices relative to prevailing cost structure. 

“In their concern over excessively high 
prices,” he said, “the bulk of our popula- 
tion have forgotten that excessively low 
prices relative to prevailing wages, taxes, 
and costs are also harmful. They can bring 
in their wake mounting mass unemploy- 
ment, a rising toll of bankruptcies, and 
steadily diminishing national output. The 
improved status of millions of American 
families is closely related to the higher 
prices the members of these families re- 
ceive for the goods and services they offer 
for sale. 

“The price correction of 1920-21 was 
no gentle rain of disinflation but rather 
a torrent of sweeping cuts in prices and 
income. This time we are told by many 
of our economic and political sages that 
the fatal parallel need not be repeated. 
The array of evidence is strong, but the 
record of history cannot be shaken off 
lightly. Millions of people remain un- 
convinced. Until the mass of public 
opinion is shown that real value exists in 
the newly emerging price level the bal- 
ance will be swung toward real depression 
rather than gradual and less violent read- 
justment. 

“The goal toward which we as a nation 
should now be moving is not perpetuation 
of the war-induced abnormalities but a 
better and sounder exchange relationship 
among all who contribute to our national 
output. Failure to make clear the warrant 
for the prevailing price structure can con- 
tribute to general business contraction, to 
lower production, increasing business fail- 
ures, and mass unemployment. These 
would be the prices we would pay for 





rapid return to anything approaching the 
prewar price level.” 

Optimism, rather than pessimism, 
should be the keynote when looking to- 
ward the future, according to Louis B. 
Seltzer, Editor of the Cleveland Press, 
who told the controllers, “Nothing except 
a thoroughly disastrous third world war 
can keep the United States from ex- 
periencing in the next 25 years a greater 
industrial and commercial growth than 
any it has ever had in the past. The reason 
this country grew so fabulously from 1900 
to 1949 is that the whole nature of exist- 
ence was changed by the combined genius 
of science, technology, and industry. 

“What these three vital branches of 
America’s true greatness accomplished in 
the last half-century will not hold a 
candle to what they will accomplish for 
the country in half that time in the 
future.”’ 

Speaking on ‘The Break-Even Point in 
Profit Management,” Fred V. Gardner, 
of Fred V. Gardner and Associates, Mil- 
waukee, referred to it as “the keystone 
of management thinking and the basis 
for determining major decisions today. 

“Industry now has break-even points 
averaging almost three times prewar,” the 
speaker declared. ““A study of the 1,000- 
odd manufacturing companies which te- 
port to the Security and Exchange Com- 
mission shows that these companies col- 
lectively need 121 per cent of their 
1936-39 average sales at present selling 
prices. 

“Today these same companies only 
make above the break-even point—now 
21, times as high as before the war—62 
per cent as much per unit of output. 
Management has been lulled to sleep by 
high profits, because of the high volume 
of sales. One-half as much per unit on 
three times as much volume looks good— 
in dollars, at least. But a falling output 
of only 10-20 per cent will work havoc 
with our profit potentials. 

“Serious lags in cost control are resulting 
from muscle-bound accounting _ proce- 
dures, plus such restrictions on manage- 
ment mobility as labor contracts, paid 
holidays, and so forth.” 

William S. Sadler, Jr., of Sadler and 
Associates, Chicago, outlined steps which 
can be taken to help individual employes 
happy in their work. ‘‘The first of these,” 
he said, “is that the employe must select 
reasonably adequate goals in life. Second, 
he must have a reasonable understanding 
as to the successive steps required to at- 
tain that goal. Lastly, he must have in- 
sight as to where he is at the present 
time in the progressive steps to goal at- 
tainment. The integration of these three 
factors results in purposive insight into 
life. 

“It is our belief that management, 
sooner or later, will agree that much self- 
realization on the part of the worker will 


have to be achieved outside the indus- 
trial situation—away from the job. This 
means that careful attention must be paid 
to avocational opportunities for self- 
expression. 

William Van Murchie, Director of Pub- 
lic Relations of the Mechanics Bank of 
St. Joseph, gave a quasi-humorous ad- 
dress on “Organized Chaos vs. Regi- 
mented Confusion.”’ The formal speech of 
welcome at the opening session was de- 
livered by Mayor Thomas A. Burke of 
Cleveland, who was presented by Chair- 
man Tobin immediately after the call to 
order. 

The Institute’s national president K. Y. 
Siddall, Comptroller of The Procter & 
Gamble Company, Cincinnati, was toast- 
master at the banquet, while Christian E. 


Jarchow, chairman of the Institute’s na- 
tional board of directors, and Vice Presi- 
dent and Comptroller of the International 
Harvester Company, Chicago, presided at 
the luncheon session on the opening day. 
Philip W. Scott, national vice president 
of the Institute, and Vice President of 
Affiliated Gas Equipment, Inc., Cleve- 
land, was chairman of the Tuesday lunch- 
eon session which brought the conference 
to a close. 

Others who presided at sessions in- 
cluded L. D. McDonald, Vice President 
of The Warner & Swasey Company, 
Cleveland; Richard L. Brummage, Con- 
troller of Dresser Industries, Inc., that 
city; and John G. Moss, Assistant Con- 
troller of the Chain Belt Company, Mil- 
waukee. 
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Improved Federal Accounting 
Program Announced 


Described as ‘the most forward step 
along this line ever taken by the govern- 
ment,” an improved program of federal 
accounting and financial reporting was 
announced recently by Lindsay C. War- 
ren, Controller General. The announce- 
ment was jointly made with John W. 
Snyder, Secretary of the Treasury, and 
James E. Webb, who at the time was Di- 
rector of the Bureau of the Budget but 
was subsequently appointed Assistant Sec- 
retary of State. 

Necessarily concerned with the account- 
ing problems of the government's agen- 


cies, the program is an attempt to save a 
“considerable amount of time and money” 
by promoting clarity, simplification and 
efficiency in their accounting systems and 
financial reporting. 

“Better accounting and financial report- 
ing is an integral part of a broad program 
to improve ethciency and attain economies 
in the management of the government's 
operations,” the three officials said in a 
joint statement. 

Secretary Snyder stated that the project 
was “one in which President Truman was 
extremely interested and one in which he 
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has been giving us wholehearted sup- 
port.” 

The joint program is directed at five 
areas of federal accounting and financial 
reporting. These are: 

(1) Development of a sound founda- 
tion for accounting in terms of principles 
and standards of accounting and financial 
reporting, uniform technology, reporting 
specifications, improvement in relation- 
ships between budgetary processes and 
accounting, and better audit and control 
procedures. 

(2) Simplification in disbursement and 
collection procedures. Areas to be covered 
include voucher payment, examination 
and audit, warrant control of disburse- 
ments, check reconciliation and collection 
processes, 

(3) Improvement in general account- 
ing and reporting, by which accounting of 
the Treasury Department and other agen- 
cies will be properly integrated. Under 
the plan the Treasury Department will be 
the operating center for the production of 
financial statements relating to the govern- 
ment as a whole. 

(4) Improvements in agency account- 
ing and reporting. Within this category 
the principal areas are improvements in 
the regulations governing agency account- 
ing and reporting; elimination of unnec- 
essary accounting and reporting; budget- 
ary and proprietary accounting, including 
application of the accrual principle; prop- 
erty accounting; study and development 
of uniform accounting procedures for 
similar government programs such as 
lending or construction; and use of cost 
accounting for appraising common ad- 
ministrative functions such as_procure- 
ment, fiscal, budget and personnel. 

(5) Special accounting problems, in- 
cluding the installation of complete or par- 
tial accounting systems in individual agen- 
cies and the systematic and periodic in- 
spection of existing systems in all agen- 


cles. 


Prospectuses of Future Studies 
Now Available from Foundation 


The Controllership Foundation has pre- 
pared a new collection of prospectus sheets 
for possible future studies. Since the Foun- 
dation feels its research program cannot be 
better than the composite knowledge and 
experience of members of the Controllers 
Institute, it welcomes criticisms and sug- 
gestions on the proposed studies. A post- 
card or note addressed to the Controller- 
ship Foundation will bring the prospectus 
sheets promptly to those interested. 
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more important feelings in common to 
offset the inevitaole differences between 
individuals. It is of such stuff that morale 
and teamwork are made. These codes re- 
flect a way of life—something to be pre- 
served and protected. Controls can be 
changed often and quickly, but codes of 
behavior change only slowly. 

These basic difficulties are often ag- 
gravated by misunderstandings and honest 
differences of opinion which prior con- 
sultation might have at least alleviated. 
Fear also plays a part because subordinates 
may be “short-circuited” by information 
supplied directly to the boss. This can 
lead to mental anguish, preoccupation, 
and worries that people down below are 
likely to suffer over what the boss may 
think or do. 

While standards and controls are among 
the most fruitful means of increasing efh- 
ciency we are warned that they are no sub- 
stitute for the inner compulsions in every 
man. The controller must use them but 
he should not let them get in the way of 
cooperation or stifle enthusiasm or spon- 
taneity, the prime movers of organized 
human activity. The controller must be 
objective and report the facts as he sees 
them but his reports will be much more 
effective if he shows sympathetic under- 
standing of the problems of the operating 
executives and is regarded by them as an 
advisor and counselor rather than as a 
critic or policeman. 

Another chapter is devoted to ‘‘Control- 
lership and Public Relations.” The people 
who use and therefore ought to under- 
stand business facts and figures are in- 
creasing in number and changing in their 
points of view. Once these figures were 
used principally by people to whom profits 
were the amounts by which costs were 
kept below market values. Now they are 
used more and more by people who think 
of profits as amounts of which they have 
been robbed and from which they can 
grab taxes, wage increases, and price re- 
ductions. This difference in use may call 
for differences in computation, reporting. 
and interpretation. 

Among other changes perhaps we ought 
to make some distinction between so- 
called profits, which result from the de- 
preciation of the dollar and are not avail- 
able for distribution, and real profits, 
which reflect increases in purchasing 
power or real wealth. 

The prevailing economic illiteracy is 
shee merely another symptom of the 
asic difficulty of our time, which is the 
great disparity between scientific and tech- 
nical advances on the one hand and the 
development of scientific understanding 

(Continued on Page 299) 
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ACCOUNTANTS’ REPORTS, Fourth 
Edition. By William H. Bell. The 
Ronald Press Company, New York. 
$7.00. 


Reviewed by OSWALD NIELSEN, Associate 
Professor of Accounting, Stanford University. 


As the author says in the preface, this 
book deals with an extremely important 
aspect of the practice of accountancy 
which, in conformity with its title, is that 
of reports which the accountant prepares. 
The author confines his text and illustra- 
tions to the subject. Such matters as funda- 
mentals of accounting and principles of 
auditing are left to authors of works in 
those fields, except that there is included 
a summary of principles pertaining to the 
preparation of consolidated statements. 

Although the viewpoint expressed is 
that of the independent public accountant, 
the book contains information of value to 
anyone interested in accounting reports 
and particularly is it useful to accountants 
functioning in administrative capacities. 

The introductory chapter is a statement 
of the importance of clear, precise reports 
prepared with simplicity and suitability of 
style. Reports are defined. General com- 
ments express the means by which various 
types of reports are adapted to the peculi- 
arities of specific engagements and indi- 
vidual needs of the public accountant’s 
clientele. 

There follows a general discussion of 
balance sheets. Lack of uniformity in their 
pfeparation is recognized as being neces- 
sary in order to reflect or emphasize dif- 
ferent situations which arise. Yet the au- 
thor indicates his preference for certain 
ways of preparing balance sheets primarily 
to “encourage uniform terminology and 
methods.’ In these two chapters there is 
a discussion of the main groupings which 
appear on balance sheets, as well as de- 
scriptions of the items which belong in 
each of these classes. A third and conclud- 
ing chapter on balance sheets is devoted to 
the presentation of 29 examples by means 
of which the author shows methods of 
presenting assets and equities to meet 
many different situations. 

In a manner similar to that used for 
treating balance sheets the author devotes 
one chapter to explaining titles, sections, 


THE CONTROLLER 


and practices with respect to the prepara- 
tion of income and surplus statements. 
Considerable space is given to the alter- 
natives of showing unusual items and ad- 
justments to net income for previous years 
in the income statement or in the surplus 
statement. The next chapter contains 33 
exhibits in which the author illustrates 
various ways of presenting income and re- 
lated surplus statements. 

One chapter is devoted to consolidated 
statements. Several illustrations of consoli- 
dated balance sheets, income statements, 
and surplus statements are included. Here 
the author gives his view of the principles 
and procedures which should govern their 
preparation. The reader can best benefit 
from this presentation if he has made a 
previous study of consolidated statements. 

Miscellaneous statements and schedules 
are covered in C hapter 8 which consists 
almost entirely of illustrations, with a few 
running comments about them. (A chap- 
ter on graphic presentation, which ap- 
peared in the third edition, is omitted in 
this edition.) 

Following are four helpful chapters on 
presentations, comments, and certificates. 
The author sets forth reasons for and sug- 
gests acceptable ways of making presenta- 
tions. Presentations are illustrated both as 
separate letters of transmittal and as pres- 
entation sections of complete reports. Both 
by illustration and discussion the problem 
of wording, arrangement, and direction of 
comments is covered, as are the impor- 
tance and appropriateness of these three 
elements of the problem under varying 
circumstances. 

As to certificates, the author covers the 
wording needed to convey the extent and 
nature of the audit, the extent to which 
acceptable principles have been applied, 
the exczptions which are to be taken, 
and the responsibility which the public 
accountant has or may assume by the 
type of job he describes himself as hav- 
ing done or by the manner in which he 
expresses his opinion. 

A sample of a complete (or long form) 
report is given, including presentation, 
comments, exhibits, and schedules. Since 
this model has been prepared primarily 
for management the author omitted the 
certificate on the grounds that manage- 
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ment does not need it. Furthermore, 
claims the author, a condensed (or short 
form) report can be certified and issued 
for submission to creditors whenever 
necessary. This position, of course, is in 
conformity with practice. It is not clear 
whether by intent or by oversight the au- 
thor included statements in this model 
detailed report without also reproducing 
a set of notes such as most likely would 
accompany these statements in a con- 
densed report to which a certificate re- 
ferring to the notes would be attached 
and to which would also be appended a 
sentence to the effect that the notes are 
an integral or inseparable part of the 
statements. Because of the importance of 
integrating the notes with the exhibits 
this reviewer would like to have seen 
notes supplied along with the statements. 

This concludes the book except for a 
short, final chapter on certain mechani- 
cal details pertinent to the preparation of 
statements. 

As is apparent, the preceding para- 
graphs constitute a summary of this new 
fourth edition. Three primary changes 
over the third edition are incorporated 
into it. 

Firstly, in that part of the book deal- 
ing with balance sheets added emphasis 
is given to the nature of current assets 
and current liabilities. Next, there is a 
treatment of the problem of running all 
income and expense through the income 
statements instead of reflecting unusual 
items and adjustments to income from 
previous years only in surplus statements. 
The development which accounting the- 
ory and practice has made with respect to 
these problems appears in some of the 
new illustrations which have been added. 
Thirdly, the author introduces new ma- 
terial with respect to auditors’ certifi- 
cates. He stresses the fact that statements 
are in effect representations of the client. 
This was not done in the third edition. 
An excellent new set of sample certifi- 
cates, prepared by public accounting 
firms, largely replaces the certificates 
used in the previous edition. 

On the whole the author is reluctant 
to go into theoretical considerations 
which apply to the preparation of re- 
ports. He largely prefers to describe prac- 
tice. Also, no special treatment is given 
to a couple of topics that appear to be 
sufficiently important today to deserve 
either attention or formal dismissal by as 
outstanding a leader among accountants 
as is the author. Thus, except for a couple 
of illustrations incidentally appearing 
with the text, there is no exposition of 
methods of supplying a fund statement 
analysis. Nor does the author indicate in 
what circumstances a client might have 
greatest need for this type of analysis. 

Then too, a valuable section might 
have been added to treat the matter of re- 
flecting changes in price levels in state- 
ments issued to clients. 
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on the other. American business corpora- 
tions have given the people the highest 
material standard of living the world has 
ever known but they have not been able 
to make the general public understand 
the complex ways in which business 
works. Hence, the beneficiaries of free en- 
terprise seem to be doing more and more 
to hinder its operation. 

Controllers should be peculiarly fitted 
to combat this ignorance which threatens 
our American institutions. They have the 
facts and figures of business and should be 
able to explain how our economic system 
operates. Also most of ther can testify 
from experience how much harder it is to 
build up a new system than to destroy an 
old one. If controllers and their organiza- 
tions will only rise to this challenge the 
economic decline and the ultimate fall of 
our republic may yet be averted. 


Organization for Controllership 

One chapter of the book and parts of 
others are devoted to “Problems of Con- 
trollership Organization.” This gives us a 
variety of organization charts and dis- 
cusses such subjects as recruitment, train- 
ing, manuals, job evaluation and salary 
scales, and methods of supervision and 
maintaining morale. 

In many companies the controller him- 
self is made a member of the board of 
directors or the executive committee and 
is thus able to keep in touch with all the 
general problems of the company and to 
aid in their solution. Even when the con- 
troller lacks this advantage, he is usually 
expected to point out things that need to 
be done and to offer advice and counsel in 
the formulation of company policies. 

We are told that the controller should 
delegate most of his responsibilities to line 
and staff in order that he himself may 
maintain the proper overall perspective 
and have time for counseling and coopera- 
tion with other executives of the company, 
in interpreting the results of operations 
and in the broader tasks of policy-making. 
His line duties should be so completely 
delegated that he is left with only those 
incident to general direction, coordina- 
tion, and control. His staff duties should 
likewise be delegated so that each specialty 
can have adequate attention. 

This leads to the discussion of prob- 
lems connected with the delegation of 
responsibility, the breaking up of the con- 
troller’s total responsibility into its con- 
stituent and assignable parts, the relative 
value of staff and line organization for 
this purpose, the assignment of personnel 
to handle the various responsibilities, and 
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the insuring, by proper policing, of the ef- 
fective functioning of that personnel. 

The line organization reporting to the 
controller usually includes the accounting 
and statistical departments and sometimes 
also other kinds of routine clerical work. 
A few companies, however, delegate all 
of the routine clerical jobs to an independ- 
ent office manager who supplies figures for 
the controller and other forms of service 
for the other principal executives. 

The staff organization includes the con- 
troller himself from the point of view of 
top management and such key men as are 
assigned as staff to the heads of operating 

nits or to whom specialties such as taxes, 
wuditing, etc., have been delegated. When 
i business is divided between different lo- 
cations the controller should usually be 
represented at each location by a key man 
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who, though he may have a direct respon- 
sibility to the local manager, will have 
functional responsibility to the controller 
or to one of his principal assistants. 

Each individual assigned to a key posi- 
tion is entitled to a clear and definite un- 
derstanding of the objectives and results 
to be achieved in his field. Also he should 
be given a clear conception of just what he 
should do on his own responsibility and 
just when he should consult his superior. 
In general key men should be on their 
own in respect to details, with freedom to 
initiate, eet and execute within the 
limits set by broad directives. 

Income tax and other reports to gov- 
ernment agencies require a blending of 
legal knowledge with an understanding 
of accounting techniques and a thorough 
familiarity with company operating plans 
and policies. Some think these reports 
should be handled by the legal depart- 
ment and this is possible when there is a 
close liaison between it and the controller. 
Usually, however, this work can be per- 
formed better by a staff specialist within 
the controller's department. 

The place of the internal auditor is fre- 
quently disputed. He should report to 
somebody other than the cashier or book- 
keeper whose work he is auditing, but 
usually the auditor and the audited should 
both report to the same higher-up execu- 
tive. If the company has a real controller 
the internal auditor should report to him, 
but if the person called “‘controller’’ is 
only a chief accountant then the auditor 
should report to the person to whom the 


so-called ‘‘controller” reports. 


The more remote an executive is from 
actual operating problems the more im- 
portant it is that he should have the ability 
to visualize these problems quickly and 
clearly by reconstructing them from re- 
ports, records, correspondence, and con- 
versation. Even those who possess this 
ability to a marked degree, however, need 
to maintain some direct contact with op- 
erations to retain the feel of the business. 
The best way for the controller to do this 
is by spending a portion of his time work- 
ing directly with assistants on some of the 
major problems assigned to them. This 
will also give him the opportunity to ob- 
serve his assistants in action and to help 
them in developing their talents. 

A good controller will recognize the 
fact that even under ideal conditions his 
job is never finished, never completely 
caught up. He must be flexible in allocat- 
ing his time, concentrating on major op- 
erating or policy problems in the various 
areas of his activity as they arise; planning 
and supervising the development of new 
techniques and the improvement of old 
ones to keep pace with changing needs; 
and consulting frequently with the as- 
sistants on whom he must rely for the ac- 
tual accomplishment of his objectives. He 
cannot hope to give continuous attention 
to the details of any phase of his responsi- 
bilities, but by careful scheduling and fre- 
quent “‘inventory-taking’’ he can keep in 
touch with the activities of his department 
and provide the necessary guidance and 
leadership. 

In this way each controller will deter- 
mine the tone and spirit of his own or- 
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ganization not by preaching or paternal- 
ism or even by deliberate teaching, but by 
the example which he sets in his attitude 
toward his associates in the operating de- 
partments and in a continuous but unob- 
trusive emphasis on service to business 
management and, in a broader sense, to 
society as the prime objective of all ac- 
counting activities. 


Selection, Education, and Training 

After 20 years of increasingly successful 
operation the business of controllership 
finds itself in the unhealthy position of 
having a constantly widening market in 
terms of public acceptance but of doing 
little to increase the source of supply. 
Enough men of the right type are not 
secking careers in private accounting. The 
broad-gauge men who are needed are 
more likely to be interested in operating 
jobs in marketing or in manufacturing. 

One contributor raises the question as to 
whether or not there is a basic incompati- 
bility between the type of mind that likes 
to deal with people and the type that is 
interested in accounting techniques. Does 
one type of skill unfit a man for the other ? 

The consensus, however, seems to be 
that the clash between technical detail and 
human relations is not essentially different 
in controllership from in other professions 
such as engineering, law, and medicine. 
All sergeants are not competent to become 
captains; some do better as technical spe- 
cialists. Even in selling many good crafts- 
men do not succeed as sales managers. It 
is always the exceptional man who gets to 
the top. 

If we are to have strong forceful men 
in controllership we must first pick men 
competent to become good administrators 
and then teach such men the mathematics 
of business administration, i.e., the art of 
controllership. 

Most v5 have an erroneous im- 
pression of the duties, qualifications, and 
opportunities of the industrial accountant. 
There is a tendency not only among stu- 
dents but also among educators to confuse 
private with public accounting. 

Although many excellent men have 
passed over from one field to the other the 
fact remains that public and private ac- 
counting differ in basic approach, in func- 
tion performed, and in the type of per- 
sonnel required. The contrast is like that 
between (1) the backward looking and 
judicial attitude of the magistrate who 
reviews and weighs the evidence after the 
fact and (2) the forward look of a pastor 
who tries to lead his congregation to a 
better way of life; or like that between 
(1) the public newspaper reporter who 
checks and then reports the news the 
statesman makes and (2) the press secre- 
tary of the statesman who helps to create 
that news by advising the statesman what 
to do. 

It is suggested that the best way both to 
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J. A. Goopson was recently appointed 
Secretary-Treasurer of Placid Oil Com- 
pany, Shreveport, La. A member of the 
Controllers Institute, Mr. Goodson was a 
charter member and director of the Dallas 
Control, having been previously associated 
with Hunt Oil Company, Dallas, in the 
position of Controller 


J. SYDNEY SNELHAM has been elected 
a Director of the Vulcan Detinning Com- 
pany, New York. A member of the Con- 
trollers Institute of America, Mr. Snelham 
is also Vice President and Comptroller of 
Continental Can Company, Inc., New 


York. 


T. C. McINTiRE, Treasurer of the B. P. 
John Furniture Corporation, Portland, 
and a charter member of the Portland 
Control of the Controllers Institute, has 
returned to his desk following a hospitali- 
zation of five months due to a hip fracture 
which resulted from a fall in the early 
winter of 1948. 


ERWIN J. SCHMEIL has succeeded Ep- 
WARD C. LENNON as Secretary-Treasurer 
of Norma-Hoffman Bearings Corporation, 
Stamford, Conn. Mr. Lennon retires after 
35 years of service with the company. His 


successor was previously General Auditor 
of the Elastic Stop Nut Corporation 


THOMAS P. CaARLEY is now serving as 

Treasurer of 

The Englander 

Company, Inc., 

Chicago. A past 

president of the 

Chicago Con- 

trol of the Con- 

trollers Institute 

of America, Mr. 

Carley previ- 

ously served as 

Vice President 

and Treasurer 

of Reliance Manufacturing Company, 
Chicago. 


CHARLES H. Hittie, Comptroller of 
the American National Bank, Indian- 
apolis, has also been elected Vice Presi- 
dent. Mr. Hittle ts a member of the Con- 
trollers Institute 


THE CONTROLLER 


ALLEN H. OTTMAN, who is Vice Presi- 
dent and Controller of American Hard 
Rubber Company, has been elected a Di- 
rector of the firm. Mr. Ottman is cur- 
rently serving as a member of the board 
of directors of the New York City Con- 
trol of the Controllers Institute. 


Otro F. WEINERT, Jr., formerly 
Comptroller of the Trust Company of 
New Jersey, Jersey City, N. J., is now 
Comptroller and Auditor. 


Wa ter E. Reitz, JRr., has been ap- 
pointed Executive Controller of the Hecht 
Co., Washington, D. C. Formerly Con- 
troller of the firm, Mr. Reitz succeeds 
BERNARD L. BROWN in his new position. 


Witus T. WINDLE has been named 
Treasurer and Controller of the Carborun- 
dum Company, Niagara Falls, N. Y. 


MALCOLM E. ENGsTROM has been ad- 
vanced from Vice President and Comp- 
troller to Executive Vice President of the 
Industrial Bank of Commerce, New York. 
Mr. Engstrom is a member of the Con- 
trollers Institute. 


Louis W. WeBSTER, Vice President 
and Director of Thomas J. Lipton, Inc., 
and member of the Controllers Institute, 
has relinquished his title as Comptroller. 
ALFON A. Wotz, formerly Assistant 
Comptroller, has been appointed Comp- 
troller, and JOHN G. HINMAN, Cost Su- 
pervisor, has been promoted to Assistant 
Comptroller. Both will continue under the 
direction of Mr. Webster. 


CHARLES W. STOEFFLER, Treasurer of 
Personal Products Corporation, New 
York, has been elected a Director. Mr. 
StoetHer joined the company in 1945 as 
Controller, prior to which he had served 
with the United States Rubber Company 
for 16 years. 


JAMES CLARKE, formerly Director of 
Audits of Westinghouse Electric Corpo- 
ration, Pittsburgh, has been appointed 
Assistant Controller. Mr. Clarke was 
one of the speakers at the Electrical 
Manufacturing Industry Conference 
held in connection with the 1948 An- 
nual Meeting of the Controllers Insti- 
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JAMES J. SUTHERLAND has been ap- 
pointed General Manager of the Elec- 
tronics Division of Sylvania Electric Prod- 
ucts, Inc., making his headquarters in the 
Boston plant. Mr. Sutherland joined the 
staff of Sylvania Electric at Salem, Mass., 
in April 1941 as Accounting Supervisor, 
served as Assistant Manager of Internal 
Auditing from 1944 until his appoint- 
ment as Controller of the Electronics Di- 
vision at Boston in 1947. He is a member 
of the Institute of Internal Auditors and 
the Controllers Institute of America. 


RICHARD B. LANG has been appointed 
Controller of the Electronics Division of 
Sylvania Electric Products, Inc., at Boston. 


FRANK KLEIN, Vice President of 
Worthington Pump & Machinery Corpo- 
ration, Harrison, N. J., was recently 
elected a vice president of the New York 
Chapter, Tax Executives Institute. Mr. 
Klein is a vice president of the Newark 
Control of the Controllers Institute and 
is also serving currently as chairman of 
the Institute's Committee on Cooperation 
with Other Organizations. 


ALBERT V. BrisTOL, Senior Vice Presi- 
dent of American Hard Rubber Company, 
New York, retired in April after 34 years 
service with the 
company. Join- 
ing American 
Hard Rubber in 
1915 as Account- 
ant, Mr. Bristol 
became Control- 
ler in 1923, Sec- 
retary- Treasurer 
and a Director 
in 1928, and 
was made Senior 
Vice President in 
1942. He will continue as a member of the 
Board of Directors of the company. 

Mr. Bristol is a charter member of the 
Controllers Institute of America, holding 
membership certificate number 2 by virtue 
of election in December 1931. 


FRED C. MESSENGER has been advanced 
to the position of Vice President and 
Comptroller of Merchandise National 
Bank of Chicago. Mr. Messenger, a mem- 
ber of the Controllers Institute, previously 
held the title of Comptroller. 


L. L. MELWICK has been elected Treas- 
urer and Assistant Secretary of Dana Cor- 
poration, Toledo, O. Mr. Melick, a 
member of the Controllers Institute, was 
formerly Assistant Secretary and Assistant 
Treasurer. 


L. S. CLINE, formerly Treasurer of Na- 
tional Radiator Company, Johnstown, Pa., 
has assumed the position of Comptroller 
with Bucyrus-Erie Company, South Mil- 
waukee, Wisc. Mr. Cline is a member of 
the Controllers Institute. 





ALBERT S. Corson has been appointed 
Comptroller of the Philadelphia Electric 
Company. Mr. Corson, whose entire busi- 
ness career has 
been with The 
United Gas Im- 
provement Com- 
pany, Philadel- 
phia, and affili- 
ated companies, 
was Vice Presi- 
dent of UGI at 
the time of his 
new appoint- 
ment. A_ Direc- 
tor of the Lib- 
erty Title and Trust Company of Philadel- 
phia, Mr. Corson is active in many account- 
ing organizations, is a member of the Edi- 
son Electric Institute, the American Gas 
Association, the Pennsylvania Gas Associa- 
tion, the Pennsylvania Electric Association, 
as well as the Controllers Institute of 
America where he holds membership cer- 
tificate number 427 by virtue of election in 
January 1935. 


Phillips 


STANLEY B. BERG, Secretary, a Vice 
President and Director of Cherry-Burrell 
Corporation, Chicago, has been appointed 
Vice President in Charge of Finance. Mr. 
Berg, a member of the Controllers In- 
stitute, joined Cherry-Burrell in 1929. 


EUGENE T. SINGER, Vice President of 
Standard-Vacuum Oil Company, New 
York, has announced his retirement. Mr. 
Singer served with Standard Oil Com- 
pany in Hongkong for 11 years, from 
1913 to 1924, when he came to the New 
York office, becoming Assistant Control- 
ler in 1929, and later Treasurer. Mr. 
Singer holds membership certificate num- 
ber 51 in the Controllers Institute of 
America, having been elected to member- 
ship in February 1932. 


JoHN D. CLouse, formerly Controller 
of Walter Bledsoe and Company, has 
joined the Honey Creek Oil Company, 
Terre Haute, Ind. Mr. Clouse is a mem- 
ber of the Controllers Institute. 


Leo R. GruBer, formerly Cashier of 
the Drovers National Bank of Chicago, is 
now serving as Vice President and Cash- 
ier. Mr. Gruber is a member of the Con- 
trollers Institute. 


MERRILL J. FERREE, member of the 
San Francisco Control and recent Control- 
ler of Marchant Calculating Machine 
Company, has been appointed Assistant 
Controller of Pacific Vegetable Oil Cor- 
poration, San Francisco, manufacturers, 
importers and exporters of marine and 
vegetable oils. Mr. Ferree was previously 
Controller of Great Lakes Carbon Corpo- 
ration, Chicago. 
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EpwArD J. GESSNER has joined Auto- 
graphic Register Company as Regional 
Manager in charge of continuous business 
form sales in the southwestern Pennsyl- 
vania, Ohio, Maryland, and West Virginia 
areas. His headquarters have been es- 
tablished in Pittsburgh. Mr. Gessner, who 
holds membership in the Controllers In- 
stitute, has authored several articles for 
THE CONTROLLER and has appeared fre- 
quently as guest speaker before local Con- 
trols. Until recently he has operated his 
own systems consultant service. Previously 
he held controllers’ positions in Firth 
Sterling Steel and Carbine Corporations, 
McKeesport, Pa., and the Sperry Gyro- 
scope Company, New York. 


L. P. LUNING has become Controller of 
Queen Anne Candy Company, Hammond, 
Ind. Mr. Luning, a member of the Con- 
trollers Institute, was formerly Controller 
of McPhail Candy Corporation, Oswexo, 
N.. ¥. 


E. E. ULLREY was recently elected to 
the office of Secretary and Treasurer of 
Beall Pipe and Tank Corporation, Port- 
land. Mr. Ullrey was a charter member 
and subsequently served as president of 
the Portland Control of the Controllers 
Institute of America. 


THE CONTROLLER 


L. W. Adkins Acquires Interest 
in New York Business Firm 


Lisle W. Adkins has resigned his posi- 
tion as Controller of the Crosley Divi- 
sion of Avco 
Manufacturing 
Corporation, 
Cincinnati, to be- 
come Chairman, 
Vice President 
and Treasurer 
of the newly es- 
tablished Adkar 
Mimeograph 
Corporation, 
100 Sixth Ave- 
nue, New York. 
L. J. Karmen, also formerly with Avco, 
will be President. 

The company has purchased the New 
York branch of A. B. Dick Company 
and will serve as distributor of Dick 
preducts in New York City, Westches- 
ter County, N. Y., and part of Hudson 
County, N. J. 

Mr. Adkins is a national director of 
the Controllers Institute of America and 
represents the Institute on the Advisory 
Council on Federal Reports. He has also 
served as past president of the Cincin- 
nati Control. 


LISLE W. ADKINS 
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Obituary 





Edward A. Clancy, Comptroller of 
the New York Central System, died April 
19 at his home at 277 Park Avenue, New 
York. He was 65. 

Mr. Clancy's railroad career began in 
1903 when he became a station agent's 
helper. His entire career was with the 
New York Central except from 1913 to 
1918, when he was first examiner of ac- 
counts for the State Public Service Com- 
mission, then with the bureau of valua- 
tion of the Interstate Commerce Commis- 
sion in Washington. 

Born in Tomkins Cove, N. Y., Mr. 
Clancy first went to work for the railroad 
at the age of 20 at the Tomkins Cove 
station of the West Shore Railroad, com- 
ing to the New York office in 1905 as a 
clerk. 

Later he studied accounting nights at 
New York University and became a cetti- 
fied public accountant. He was auditor of 
accounts when he left the railroad in 
1913 and returned as examiner of ac- 
counts. He was appointed Assistant 
Comptroller in 1937, Comptroller in 1944. 

Mr. Clancy was also a Director of 
Merchants Despatch Transportation Com- 
pany, Northern Refrigerator Line, Inc., 
Despatch Shops, Inc., the West Shore 
Railroad, and Wallkill Valley Railroad. 

A member of the Controllers Institute 
of America since March 1937, with mem- 
bership certificate number 914, Mr. Clancy 
served as a director of the New York 
City Control 1946-47. He was also a 
member of the New York Railroad Club, 
the Economics Club, and the Association 
of American Railroads. 


Institute Members 
Active in Program of 
Accounting Conference 


Eight members of the Controllers Insti- 
tute of America figured prominently in 
the program of the second annual Ac- 
counting Conference held April 26-27 at 
the Agricultural and Mechanical College 
of Texas. 

S. R. Harwell, Comptroller of Mag- 
nolia Petroletum Company, Dallas, who 
served as Conference Chairman, presided 
at the opening session on Tuesday after- 
noon, April 26, at which Professor Her- 
mann C, Miller, Chairman of the College 
of Commerce and Administration, Depatt- 
ment of Accounting of Ohio State Univer- 
sity, spoke on ‘Accounting Concepts in 
an Expanding Economy.” 

Christian E. Jarchow, Vice President 
and Comptroller of International Har- 
vester Company, Chicago, was guest 
speaker at the banquet that evening, the 
conference’s second session. Mr. Jarchow, 
chairman of the board of directors of the 
Institute, chose for his topic “The Im- 
portance of Accounting in Public Rela- 
tions.” Presiding at this session was J. R. 
Mulvey, Assistant Comptroller of Humble 
Oil & Refining Company, Houston. 

Ben R. Collins, Secretary-Treasurer of 
Longhorn Portland Cement Company, San 
Antonio, acted as chairman of the third 
session, held Wednesday morning, while 
George Duwe, Comptroller of Cameron 
Iron Works, Inc., Houston, led the dis- 
cussion at the fifth session on Wednesday 
afternoon. 

Also serving on conference committees 
were Professor T. W. Leland, Head of the 
Department of Business and Accounting, 
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A. & M. College, and Ralph W. Rager, 
Vice President of Oil Well Supply Com- 
pany, Dallas. 

The conference featured five sessions in 
all, opening on Tuesday afternoon, April 
26, with a welcome address by Frank C. 
Bolton, President of Texas A. & M. Col- 
lege. 

Appearing at the same session with Pro- 
fessor Miller was Virgil S. Tilly, Partner 
of W. O. Ligon & Company, who spoke 
on “Inventory Valuation,” and O. J. 
Curry, Dean of the School of Business, 
North Texas State College, and Curtis H. 
Cadenhead, Partner in Haskins & Sells, 
who led discussions following — the 
speeches. 

Speakers at the third session, presided 
over by Mr. Collins, were Maurice H. 
Stans of Alexander Grant and Company, 
and T. Dwight Williams of T. Dwight 
Williams & Company. Mr. Stans discussed 
“The Challenges and Opportunities in Fi- 
nancial Reporting,’ while Mr. Williams 
considered ‘The Influence of Taxes on 
Management Decisions.’’ Leading the dis- 
cussions after the speeches were George 
D. Boone of Barrow, Wade, Guthrie & 
Company, and Reginald Rushing, Head of 
the Department of Accounting and Fi- 
nance, Texas Technological College. 

Addresses were also made at the con- 
ference by Stanley H. Ruttenberg, Direc- 
tor of the Department of Education and 
Research, Congress of Industrial Organi- 
zations, on ‘A Labor Representative 
Views Accounting Reports” ; . Marquis 
G. Eaton of Eaton and Huddle, on “Ac- 
countants’ Long Form Report’’; by W. B. 
McFarland, Head of the Research Staff 
of the National Association of Cost Ac- 
countants, on ‘Standard Costs and Their 
Uses in Accounting” ; and by Earl H. Cun- 
ningham, General Auditor of General 
Motors Corporation, on “Internal Audit- 
ing—a Tool of Management.” 

Chairmen included D. G. Higgin- 
botham of Gulf Oil Corporation, who 
served as Vice Chairman of the Confer- 
ence, Harry D. Hopson of Henslee & Hop- 
son, Carl Dannenfelser of Consolidated 
Vultee Aircraft Corporation, and O. E. 
Littleton of The Atlantic Refining Com- 
pany. 

Other discussion leaders were Hatcher 
A. Pickens of McCammon, Morris, Pick- 
ens & Mayhew, and O. L. Luper of Hum- 
ble Oil & Refining Company. 


New Duplicating Machine 


An innovation in the office appliance 
field is the new “VISIriter,’ a small 
hand machine that operates on a fac- 
simile duplicating principle, introduced 
by VISIrecord, Inc. It is suitable for of- 
fice or factory records, which include 
addressing of labels, post cards, ship- 
ping tags, freight bills, invoices, ledger 
sheets, and work orders, club notices, 
library records, and will even imprint 
on closely woven textiles. 


Just touch the MULTIPLY KEY on a FRIDEN fully automatic 
calculator... learn what figure work efficiency will mean 

to your business. Thousands of users find savings in time, 
money and effort through Friden Methods and exclusive fully 
automatic operation. For a demonstration on your own work 

of the easy to learn — simple to operate calculator, call your local 
Friden representative. Then try before you buy — the Friden way. 


Friden Mechanical and Instructional Service is available in approximately 250 
Company Controlled Sales Agencies throughout the United States and Canada. 


FRIDEN CALCULATING MACHINE CO., INC. 


HOME OFFICE AND PLANT «© SAN LEANDRO, CALIFORNIA, U.S.A. 


305 








Readers of the notices printed below are in- 
aividually respon for determining the value 
of the person avail yy Of the position open. 


Copy DEADLINE 


Tenth of month preceding publication 





Position Open 


Accountant 


Accountant—supervisory capacity for 
large manufacturing concern. Must have 
similar previous experience or compa- 
rable public accounting experience. Age 

under 35. Locate near Trenton, N. J. 
Send complete resumé of experience and 
earnings. State salary desired. Address: 
Box 950, THE CONTROLLER, One East 
Forty-Second Street, New York 17, New 


York. 


Positions Wanted 


Controller—Executive Accountant 


Executive accountant presently em- 
ployed offers: twelve years of heavy in- 
dustrial and diversified experience in 
executive capacity, functioning as part 
of top management group, and five years 
of public accounting experience as super- 
vising senior. Practical experience in- 
cludes executive committee functions, 
financial planning, salary administration 
and organization planning; development 
of manufacturing expansion, and cost re- 
duction programs; developing, analyzing 
and interpreting costs, budgets, inventory 
and cost control, all phases of general ac- 
counting, internal auditing, systems, pro- 
cedures, taxes, financial and cost reports. 
Certified Public Accountant. Age 45. 
Salary $15,000-$18,000. Address: Box 
763, THE CONTROLLER, One East Forty- 
Second Street, New York 17, N. Y. 


Financial Executive—Treasurer— 
Controller 

Institute member seeks responsible po- 
sition requiring top executive ability. 
Thoroughly qualified in finances, costs, 
budgets, internal auditing, insurance, in- 
ventory control, credits and collections, 
and all phases of general accounting, fi- 
nancial cost and SEC reports. Twenty- 


THE CONTROLLER 


five years of exceptional broad experience 
in handling complicated organizational 
problems, coordination of systems and in- 
ternal controls. Excellent record. Address: 
Box 862, THE CONTROLLER, One East 
Forty-Second Street, New York 17, N. Y. 


Controller—Treasurer 


A Controllers Institute member, pres- 
ently employed, seeks challenging assign- 
ment as Controller, Treasurer, or Assist- 
ant to Senior Officer. Can arrange early 
availability. Would relocate. Broad na- 
tional, industrial experience, all functions; 
management level. Special fortes: organi- 
zation, personnel procurement and train- 
ing, modern accounting techniques, sys- 
tems installations, procedure manuals, cost 
reduction, budgets, credits. Timely and ac- 
curate figures interpreted for manage- 
ment's action. Effective controls painlessly 
applied. Educated Harvard—business ad- 
ministration, accounting, law. Age 45. 
Married. Salary dependent upon location, 
responsibility and opportunity. Address: 
Box 875, THE CONTROLLER, One East 
Forty-Second Street, New York 17, N. Y. 


Controller—Treasurer 


Member of the Controllers Institute, 
American Institute of Accountants, CPA, 
Attorney, B.S. in Business Administra- 
tion, interested in opportunity. Diversified 
experience includes fourteen years of au- 
diting, accounting, systems, and _proce- 
dures. Especially interested in adminis- 
tration, personnel, and coordination. 
Presently assistant controller. Prefer to 
locate in South. Salary requirements 
$6,000-$8,000 depending on location, re- 
sponsibility and opportunity. Age 36, 
married, three dependents. Address: Box 
900, THE CONTROLLER, One East Forty- 
Second Street, New York 17, New York. 


Controller—Treasurer 
or Assistant 


Executive accountant desires position 
with a manufacturing concern as control- 
ler or treasurer, or related responsibility in 
the management group. About 25 years 
progressive accounting and financial ex- 
perience in metal goods manufacturing in- 
dustry; includes all phases of general 
accounting, financial statements and op- 
erating reports, factory costs and budgets, 
standard cost procedure, analysis of costs 
for purpose of control and cost reductions, 
internal auditing, insurance, federal and 
state tax returns, office management and 
systems of procedures. Controllers Insti- 
tute member. Age 46, married. Salary 
$8,000-$9,000. Free to locate. Available 
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immediately for personal interview. Ad- 
dress: Box 939, THE CONTROLLER, One 
East Forty-Second Street, New York 17, 
i ae 
Treasurer or Controller 

Forty-seven years of age—old enough 
to have required experience to supervise 
your accounting records, install systems, 
take care of taxes, credits, and financial 
matters—young enough to be alert, of 
sound health. Christian. Address: Box 
946, THE CONTROLLER, One East Forty- 
Second Street, New York 17, New York. 


Assistant Controller 
BBA, MBA, CPA desires working 


position in controller's department. 
Seven years supervisory experience. 
Working knowledge of profit planning 
and budgetary controls, all internal con- 
trols, costs, taxes, Able to work 
with people. Age 33, married. Address: 
Box 947, THE CONTROLLER, One East 
Forty-Second Street, New York 17, New 
York. 


CCL. 


Standard Costs—Budgetary Control 

Institute member available—Account- 
ant-Industrial Engineer with more than 
twenty years practical experience with 
standard costs, budgetary control—au- 
thor of technical bulletins, books, and 
contributor to the new Handbook on 
Cost Accounting Methods. More than 
ten years in controllership positions. Ad- 
dress: Box 948, THE CONTROLLER, One 
East Forty-Second Street, New York 17, 
New York. 


Treasurer—Controller 

Former Vice President and General 
Manager available immediately. Twenty- 
five years of exceptionally broad experi- 
ence in all phases of manufacturing in- 
dustry, Public accounting and mechani- 
cal engineering background. Age 52, 
married. Salary dependent upon loca- 
tion and responsibility. Address: Box 
949, THE CONTROLLER, One East Forty- 
Second Street, New York 17, New York. 


Controller—Treasurer 

CPA, college graduate, age 43, ten 
years diversified public accounting ex- 
perience, and ten years supervisory man- 
ufacturing positions. Thoroughly quali- 
fied in finances, accounting, auditing, 
taxes, costs, reports, and corporate pro- 
cedures. Prefer small southern or mid- 
dle-west city. Address: Box 951, THE 
CONTROLLER, One East Forty-Second 
Street, New York 17, N. Y 


Controller—Executive Accountant 

Heavy public and private financial ac- 
counting experience. Specialized in the 
preparation of federal and state corporate 
tax returns. Develop, analyze, and inter- 





pret top management reports. Recommend 
sound management control and financial 
planning policies. Set “P and administer 
internal audit program for large corpora- 
tion. Administer the preparation and the 
operation of the corporate books of ac- 
count for the parent and subsidiary com- 
panies. Prefer mid-west location. Age 36 

married—B.S. in Accounting. Address: 
Box 952, THE CONTROLLER, One East 
Forty-Second Street, New York 17, N. Y. 


Controller—Treasurer 


Experienced as controller and assistant 
to the president of multi-plant manufac- 
turer with 15,000 employes, handling all 
accounting, costing, and finance. Previ- 
ously chief accountant and chief cost ac- 
countant in small and large businesses. 
Successful accomplishments in all types of 
cost systems, flexible budgets, taxes, all 
phases of general accounting, all financial 
functions. Extensive experience at top 
level. Graduate of Yale and Harvard Busi- 
ness School. Age 40. Address: Box 953, 
THE CONTROLLER, One East Forty-Second 
Street, New York 17, N. Y. 


Internal Auditor—Assistant Controller 


CPA, college educated, with 18 years 
intensive experience in all phases of ac- 
counting, desires position as chief internal 
auditor or assistant controller. Address: 
Box 954, THE CONTROLLER, One East 
Forty-Second Street, New York 17, N. Y. 


Office Workers’ Salaries 
Reported in BLS Survey 


Typical salaries and hours of work for 
office clerical workers in a number of 
large cities in the United States are 
shown in a new series of reports, accord- 
ing to Robert R. Behlow, Regional Di- 
rector of the Bureau of Labor Statistics, 
U.S. Department of Labor. 

The reports, based on field surveys, 
contain for selected clerical occupations 
detailed information on averages and 
median salaries, rate ranges and frequency 
distribution by salary rates and by major 
industry groups. Supplementary informa- 
tion is also given on hours of work, vaca 
tions, insurance, sick leave, non-produc- 
tion bonuses, and paid holidays. 

Individual city reports are being re- 
leased over a period of three months. 
Cities included in these surveys are listed 
below, grouped by the approximate issue 
date of the preliminary release: 


April 15 May 15 June 15 

Hartford Boston Portland 
Philadelphia New York Richmond 

New Orleans Atlanta Cleveland 

St. Louis Chicago Minneapolis-St. Paul 
Los Angeles — Seattle Additional cities 


Copies of reports for any or all of these 
cities may be obtained from the New 
York Regional Office. 


Are you sunk 


by water-logged figures? 


Davy Jones should have plugged 
up the holes in his leaky record- 
keéping methods. Too late now. 
He can’t fathom his figures and 
his end-of-the-month reports are 
going to be late again. 

Ahoy, there, mate! Instead of 
keel-hauling your office crew, 
take a squint at low-cost Keysort 
cards. They’ll keep your records 
shipshape, get out statements and 
payrolls at full speed. 

With McBee Keysort, figures 
that used to be salted away in 
ledgers and files come out on deck. 
Marginally punched Keysort 
cards become the original records. 
Orders, invoices, clock cards, and 
job tickets escape the hazards 
of copying and recopying. Any 
girl can key them and sort them 


...in minutes instead of hours. 

Keysort keeps business facts 
current. Does it more econom- 
ically than any similar method 
because it doesn’t depend on ex- 
pensive equipment or specially 
skilled hands. 

There’s a McBee man near you. 
Ask him to drop in. Or write us. 





Keysort is based on a card with coded 
holes punched near the edges. When you 
notch the holes, the cards become mechan- 
ically articulate. You can classify, file, 
find and use quantities of data...quickly 
and accurately. 


rs THE McBEE COMPANY 


ie 
thi , Sole Manufacturer of Keysort 


The Marginally Punched Card 


295 Madison Ave., New York 17, N.Y. Offices in principal cities 


310 Spadina Ave., Toronto 2B, Ontario, Canada 





“Controllership in 
Modern Management” 


(Continued from Page 301) 


overcome this misunderstanding and to 
teach controllership is to follow the prac- 
tice long used in the teaching of medicine 
and law, and that is to have controllership 
taught in the universities by industrial 
practitioners on a part-time basis. Any key 
man in the controller's organization should 
be able to qualify as a teacher as well as a 
technician. In this way the experience 
gained during the evolutionary period of 
controllership can be utilized in training 
the controllers of the next generation. 

This should give the students a broader 
view of the opportunities and responsi- 
bilities in the field of industrial account- 
ing and controllership and thus help the 
ones who are interested to make up their 
minds at an early date. Thus they can gain 
the advantage of motivation enjoyed by 
pre-legal and pre-medical students and at 
the same time avoid the narrowing influ- 
ence of too early and too great specializa- 
tion. This is especially important in a 
young and dynamic profession because too 
specific training may easily become obso- 
lete before it can be put to use. 
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At the universities young men acquire 
erudition (knowledge about). This should 
be the sort of broad-gauge education that 
will fit them to become leading citizens. 
If they expect later to interpret business 
and economic conditions to their manage- 
ment colleagues they should be sure to 
include a thorough grounding in the use 
of language, both oral and written, and 
in the principles of economics and its 
more specific applications, such as market- 
ing, financial and production management. 
After they enter business they gradually 
acquire know-how  (knowledge-of-ac- 
quaintance) about the practical aspects of 
business and industrial relations. By blend- 
ing the two kinds of knowledge they ac- 
quire the wisdom required for success in 
business. 

This training in industry, we are told, 
can be accomplished better by an attitude 
of mind on the part of management than 
by a rigorous fixed program of education. 
It should be done more by recognizing the 
teaching possibilities of business itself 
rather than by grafting onto business the 
necessarily artificial approach of the class- 
room. While the latter may at times be a 
useful supplement the more important way 
is to encourage employes to ask questions 
and to learn as they work. 

Each job consists of two parts: (1) a 
job to be done quickly, thoroughly, and 
efficiently and (2) a training post for a 
developing executive. When the two con- 
flict, the future benefits of well trained 
employes should be weighed against to- 
day's possible loss of efficiency. The best 
man for any particular job should not 
necessarily be retained on it. Different 
decisions may be necessary, according to 
whether he is a man on the way to larger 
responsibilities or a man whose ceiling 
has already been reached. In determining 
the answer, the larger good should take 
precedence over the smaller. 

Since accounting in the larger organiza- 
tion is broken up into many areas of spe- 
cialization, the training program for the 
higher jobs must be planned so that men 
with growth potentials will be exposed to 
every aspect of the controller's function. 
For this purpose there should be sufficient 
transferring of progressive employes be- 
tween selling, manufacturing, and general 
accounting or among the various operat- 
ing divisions or subsidiaries to develop 
all-around men with a broad perspective 
of the whole field. 

The top jobs should be open to all who 
are willing to make the effort to prepare 
themselves to do the work without dis- 
crimination between the college graduate 
and others. 

Education for controllership, we are re- 
minded, is a continuing process. It should 
be kept up through leisure time reading 
and membership in professional societies. 
The habits of study and analysis which are 
developed in college should never be per- 
mitted to rust through neglect. 

Do not fail to read this book. 


Treasury Attack on 
Foundations Predicted 


The Treasury is preparing to go all-out 
in a drive to deny tax exemption to chari- 
table foundations which operate competi- 
tive business, stated William E. Jetter, 
Director of the Washington Tax Bureau 
of the Research Institute of America, at 
the April dinner meeting of the District 
of Columbia Control of the Controllers 
Institute. 

Mr. Jetter pointed out that the pur- 
chase and operation of manufacturing 
businesses by educational and charitable 
organizations is increasing to such an 
extent that the government foresees a 
sizable loss of revenue unless the loop- 
hole can be closed. 

Although all of its previous attempts 
to deny exemption to foundations whose 
income is from business sources have 
failed, the Treasury still hopes to obtain 
a victory in the courts. An important test 
of its prospects will be in connection 
with a case now pending in the Tax 
Court, involving a a which op- 
erates a spaghetti and macaroni factory 
for the benefit of the New York Univer- 
sity School of Law. If this attack fails, 
Mr. Jetter said, the Treasury will cer- 
tainly ask for new legislation to plug the 
revenue loss. Bills relating to charitable 
trusts have already been introduced in 
Congress by Senator Tobey (R., N.H.) 
and Representative Kean (R., N.J.) but 
they do not go far enough to satisfy the 
Treasury. 

Despite the precarious tax position of 
foundations which operate competitive 
businesses, there are still definite tax- 
saving possibilities inherent in the use of 
such instruments, Mr. Jetter stated, and 
suggested methods in which foundations 
could be employed as an effective estate 
planning device. 




















“Mr. Davis, will you remember to ask 
me if | made a memo of the things I’m to 
remind you of?” 





Waid for itself 
less than a year!" 





NATIONAL MECHANIZED ACCOUNTING SAVES TIME, MONEY, AND EFFORT * 





You get more work done...better...faster. Down go clerical EE Get peep e's 
costs. Down goes overtime! Fhe some es 
On some jobs, as much as two thirds of the posting is done AA Sg aa Vous 
automatically——with no chance of human error——by National now 10 Bookkeeping 
Accounting Machines! | Sis Money Pieragiei> 2 &, 
No wonder National Mechanized Accounting pays for itself local National 
quickly often within a year—-and then goes on paying you. On your Representative, 
No wonder it makes hand-accounting in the office as out of date BOOKKEEPING or write to: 
as hand production in the factory! 
Why not find out what the saving power of National’s ex- 
clusive combination of advantages can do in your business. Your 
local National representative will gladly tell you 
THE NATIONAL CASH REGISTER COMPANY, DAYTON 9, OHIO 
ACCOUNTING MACHINES 
CASH REGISTERS ¢ ADDING MACHINES 
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ALLEN W WALES 


ALLEN-WALES ADDING MACHINE DIVISION 
OF 
THE NATIONAL CASH REGISTER COMPANY 
444 MADISON AVENUE 
NEW YORK 22, N. Y. 





